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CHAPTER  I 


INTRODUCTION 


This  manual  has  been  prepared  to  assist  conditional 
Professional  Standards  Review  Organizations   (PSROs)  in 
designing  and  implementing  financial  management  and  accountin 
systems  that  will  enable  the  PSR.0  to  meet  its  financial 
information  needs.     The  PSRO  Financial  Management  and  Account 
ing  System  (PSRO-FMAS)   described  in  the  remainder  of  this 
manual  provides  the  necessary  cost  data  to  complete  the 
cost  reports  required  in  the  Federal  Reports  Manual  PSRO 
Management  Information  System  (PMIS) .     This  manual  is  not 
intended  for  use  by  planning  PSROs ;     special  considerations 
for  planning  PSROs  are  covered  in  a  separate  technical 
assistance  document. 


The  PSRO  Financial  Management  and  Accounting  System 
is  not  intended  to  be  a  mandatory  system.     Rather,   it  is 
a  procedural  method  for  compiling  financial  data  for 
management  and  contract  purposes.     The  system  is  easily 
adapted  by  PSROs  because  of  its  traditional  format  and 
its  medical  care  review  program  orientation.     It  is  de- 
signed as  a  simple  manual  system    which  does  not  require 
sophisticated  accounting  training  to  initiate  and  use. 
It  is  also  designed  as  a  basic  system  which  can  be  aug- 
mented by  a  PSRO  which  seeks  to  obtain  more  complex 
financial  data,   and  is  readily  adaptable  to  automated 
data  processing.     All  of  the  recommended  forms  in  this 
manual  are  for  illustration;     PSRO  accounting  personnel 
may  develop  forms  using  standard  bookkeeping  supplies 
available  in  most  office  supply  stores. 

The  cost  reports  in  the  Federal  Reports  Manual 
PMIS  are  mandatory  for  reporting  PSROs '  Federal  and 
non-Federal  review  activities .     The  PSRO-FMAS  can  be 
used  to  meet  this  requirement.     The  system  can  also  be 
used  to  generate  additional  financial  management  reports 
for  operational  control,  budgetary  support,  and  special 
studies . 


Some  smaller  PSROs  may  require  a  minimal  accounting 
system,  possibly  consisting  of  only  cash  receipts  and 
disbursement  records.     In  those  instances,   some  parts  of 


the  system  proposed  in  this  manual  may  be  inappropriate. 
The  remainder  of  this  chapter  discusses: 


1. 

2. 
3. 
4. 


Organization  and  use  of  the  FMAS 
PMIS  Cost /Information  flow 
FMAS  overview 
PSRO  documentation 


The  importance  of  good  accounting  and  financial  management 
for  conditional  PSROs  can  not  be  emphasized  too  much. 
Annual  audits  of  all  expenditures  under  the  contracts 
with  the  Federal  government  will  be  required  to 
certify  that  funds  were  indeed  expended  as  they  were 
budgeted.     The  burden  for  good  financial  management 
is  borne  by  the  managers  and  the  board  of  directors 
of  the  PSRO.     The  principles  set  forth  in  this  manual 
will  facilitate  both  the  financial  management  and  the 
process  of  the  audit.     Audit  guidelines  approved  by 
the  American  Institute  of  Certified  Public  Accountants 
are  issued  as  a  part  of  the  PSRO  program  manuals. 
When  these  are  adhered  to,  along  with  the  principles 
in  this  manual,  the  amount  of  time  required  for  the 
audit  will  be  minimized. 
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1 .         ORGANIZATION  AND  USE  OF  THE  FMAS 


The  manual  is  organized  to  provide :  a  general 
description  of  the  financial  management  and  accounting 
process;  and  a  detailed  description  of  budgeting, 
accounting,  and  reporting  systems  and  procedures. 
The  organization  and  content  of  the  FMAS  is  shown  in 
Figure  1-1.     The  techniques  illustrated  in  this 
manual  should  be  adaptable  to  PSROs  in  various  states 
of  development . 

The  main  users  of  this  manual  will  be  PSRO  finan- 
cial managers  responsible  for  recording  and  reporting 
the  PSRO's  financial  operations.     PSRO  directors  will 
also  be  interested  in  the  manual  since  it  covers  the 
budgeting  process  and  resource  planning. 


2.         PMIS  COST/ INFORMATION  FLOW 

An  overview  of  the  PMIS  cost  and  accounting  infor- 
mation flow  is  presented  in  Figure  1-1.  The  PSRO  finan- 
cial operating  parameters  are  established  in  the  following: 

o      Federal  Reports  Manual 

o      Contracts  Management  Manual 

o      Financial  Management  Accounting  System 
Manual 

o      PSRO  Contract 

o      Instructions  to  Recipient  Organizations  for 
Use  of  Letter  of  Credit 

o      45  CFR  74  Appendix  F  Principles  for 
Determining  Cost  Applicable  to  Grants 
and  Contracts  with  Non-Profit  Insti- 
tutions 


Figure  1-2  also  shows  the  PSRO's  operational  re- 
lationships with  hospitals  and  the  Health  Standards  and 
Quality  Bureau  (HSQB) .     HSQB's  analysis  of  PSRO  performance 
is  important  because  of  the  feedback  of  information 
which  they  provide . 
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Figure  1-1 
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Figure  1-2 
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3.         FMAS  OVERVIEW 


The  FMAS  is  composed  of  three  major  component 
systems : 

o      Budgeting  System  -  The  budgeting  system 
is  designed  to  support  the  planning, 
programming,  and  budgeting  activities 
of  the  PSRO. 

o      Accounting  System  -  The  accounting  system 
is  the  keystone  of  the  financial  management 
process.     It  is  the  mechanism  for  accumulating 
and  controlling  the  financial  transactions  of 
the  PSRO. 

o      Reporting  System  -  The  final  element  of  the 
financial  management  system  is  the  reporting 
system.     This  system  provides  the  financial 
data  required  for  internal  management  control 
and  external  reporting. 

Three  system  components,  budgeting,  accounting 
and  reporting,  represent  three  discrete  subsystems  of 
the  FMAS.     The  strength  of  the  PSRO-FMAS  is  in  the 
integration  of  these  subsystems  within  one  overall 
system  to  provide  the  necessary  financial  data  to  budget, 
control  and  evaluate  the  activities  of  the  PSRO  through- 
out the  management  process.     A  synopsis  of  each  subsystem 
is  described  in  the  following  paragraphs. 

(1)       The  Budgeting  System 

The  planning  and  budgeting  process  repre- 
sents the  initial  steps  of  the  PSRO  management 
cycle,  and  interfaces  with  the  contracts  renewal 
process,  as  specifically  described  in  the  Con- 
tracts Management  Manual.     Performance  of  this 
function  provides  the  framework  for  developing 
a  systematic  method  for  controlling  the  remaining 
management  functions  of  accounting,  reporting 
and  analysis . 

Planning  in  a  PSRO  should  consider  both 
financial  and  nonfinancial  operating  factors 
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over  a  multiyear  period.     In  most  instances,  PSRO 
administrators  should  plan  in  detail  for  a  one  to 
two-year  period  (near-term)  and  plan  in  less  de- 
tail for  the  longer  range  (three  to  five  years) . 
Budgeting  is  a  form  of  planning  which  emphasizes 
financial  factors  related  to  a  specific  time 
period—usually  a  year;  and  reflects  the  best 
estimate  of  the  PSRO's  future  operations. 

The  major  operations  involved  in  PSRO  plan- 
ning and  budgeting  include: 

o  Establishing  basic  activity  plans 

o  Estimating  program  costs 

o  Developing  budgets 

o  Implementing  budget  programs 

The  PSRO-FMAS  has  been  developed  to  support 
the  PSRO  in  the  planning  and  budgetary  processes  . 
In  this  context,  formats  for  budget  preparation 
have  been  developed  to  assist  PSROs  in  the  devel- 
opment of  their  short  and  long-term  planning 
function. 

The  PSRO  budget  for  the  Health  Care  Financing 
Administration/Health  Standards  and  Quality  Bureau 
contract  is  assembled  in  three  parts,  each  part 
representing  specific  activities  which  will  be 
paid  for  by  two  funding  sources,  HCFA/HSQB (appropriated 
by  the  Congress)  and  the  Medicare  Trust  Funds  of  the 
Social  Security  Administration  (SSA) .     The  major 
categories  of  activity  and  the  funding  sources  are: 

o      Part  I  -  HSQB 

Program  Management 

Program  Support 

Long  Term  Care  Review 

Ambulatory  Care  Review 
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o      Part  II  -  SSA 


Concurrent  Review 

Hospital  Medical  Care  Evaluation 
Studies 

o      Part  III  -  SSA 

Areawide  Hospital  Review 

This  three-part  budget  will  be  prepared 
for  each  specific  HSQB  contract  period  as 
part  of  the  renewal  process. 

(2)       The  Accounting  System 

The  accounting  system  is  composed  of  a 
series  of  accounting  records  and  procedures 
utilized  to  classify,  record  and  control  the 
financial  transactions  of  the  PSRO.     The  design 
of  the  accounting  system  component  is  based 
on  the  double  entry  system  of  accounting  and, 
as  such,  has  been  configured  to  accumulate 
and  control  financial  transactions  to  facili- 
tate comparisons  of  budget  and  actual  costs  and 
to  provide  adequate  internal  control  of  the 
fiscal  operations  of  the  PSRO. 

Specifically,  the  accounting  system  addresses 
the  following  areas : 

o      General  Ledger  Function 

o      Income  and  Accounts  Receivable 
Function 

o      Payroll  Function 

o      Purchasing  and  Disbursement  Function 

o      Establishing  and  Maintaining  the 
General  Ledger 

o      Trial  Balance  Function 
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Each  of  these  areas  is  then  addressed  in 
relationship  to  the  accounting  cycle  of  the  organi- 
zation in  terms  of  specific  records  and  procedures 
to  record  the  transactions. 

(3)     The  Reporting  System 

The  reporting  system  is  designed  to  assist 
in  managerial  planning,  decision -making  and  pro- 
gram monitoring.     Management  must  rely  to  a 
large  extent  on  information  contained  in  reports 
developed  within  the  organization,  since  manage- 
ment itself  cannot  easily  observe,  analyze  and 
assemble  all  facts  concerning  operations.  The 
PSRO-FMAS  accounting  and  budgeting  reports  com- 
prise a  large  portion  of  the  information  needed 
by  various  levels  of  PSRO  management  to  effectively 
manage  the  program. 

Three  major  groups  of  reports  on  current 
operations  are  proposed: 

o      Accounting  reports  consisting  of : 

Balance  Sheet 

Income  and  expense  statement 

Cash  Flow  statements 

o      Internal  operating  reports  consisting 
of: 

Program  reports 

Cost  Center  reports 

Area  and  hospital  report 
summaries 

Reports  which  relate  finan- 
cial data  to  demographic  and 
statistical  data 
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o        External  reports,  which  consist  of: 

-    HSQB  reports 

HSQB  151  -  Quarterly  PSRO 
Functional  Expenditure 
Report 

HSQB  153  -  Delegated  Hospital 
Function  Cost  Summary 

DFAFS  27  -  Recipient  Report 
of  Expenditures 

HEW  515  -  Contract 
Financial  Report 

Other  external  agencies 

The  reporting  system  is  the  focal  point  of 
the  interface  of  the  components  of  the  PSRO-FMAS. 
In  this  context,  data  from  the  budgetary  system 
and  the  accounting  system  are  combined  to  produce 
internal  operating  reports  . 

The  reports  specifically  addressed  in  this 
manual  are  all  of  the  external  reports  for  HSQB 
and  the  basic  accounting  reports,  including  the 
balance  sheet  and  income  statements.     There  is  a 
wide  disparity  between  PSROs  in  terms  of  size, 
scope  of  activities,  complexity  of  operations, 
DHEW  contractual  terms,  etc.     Generally,  the 
larger  PSROs  will  require  more  sophisticated 
accounting  systems  and  controls  and  a  greater 
number  and  type  of  internal  accounting  reports. 


In  support  of  the  three  systems  components  just  dis 
cussed,  this  PSRO-FMAS  manual  will  also  address  the  in- 
ternal controls  which  should  be  considered  for  implemen- 
tation to  provide  the  proper  degree  of  financial  account 
ability.  The  Appendix  provides  illustration  of  optional 
methodologies  for  treating  indirect  costs. 
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4.  HSQB  COST  REPORTING/ BUDGETING  PRINCIPLE 


A  basic  HSQB  reporting  principle  is  that  expense 
data  reported  to  DHEW  must  consistently  show  the  same 
information.     As  noted  above,   the  PSRO  external  reports 
are  mandatory.     The  reports  based  on  the  PSRO  account- 
ing system  are: 

1)  HSQB  151  Quarterly  PSRO  Functional 
Expenditure  Report 

2)  DFAFS  27  Recipient  Report  of  Expenditures 

3)  HEW  515  Contract  Financial  Report 

Additionally,   individual  HSQB  Regional  Project 
Officers  or  HCFA  Contracting  Officers  may  require  other  supple- 
mental reports,  e.g.,  budget  versus  actual  comparisons,  in  order 
to  monitor  PSRO  activities. 

Each  PSRO  will  also  be  required  to  submit  an  annual 
budget  for  contract  renewal  on  the  Annual  Budget  Summary  Form 
and  detailed  summary  sheets.     Once  this  budget  is  approved  and 
modified,   the  HSQB  151  Quarterly  PSRO  Functional  Expenditure 
Report  should  be  consistent  with  the  approved  budget. 

The  FMAS  accounting  system  is  designed  to  assure 
that  the  financial  information  in  the  above  reports  is 
the  same.     The  PSRO's  expenditure  reporting  and  Contract 
Financial  reporting  must  show  amounts  that  equal  (or  are 
easily  reconcilable)  for  DHEW  control  and  monitoring  purposes 
The  reasoning  for  this  principle  is  explained  more  fully 
in  Chapter  III. 

As  a  result  of  the  above  HSQB  reporting  principle, 
there  are  many  PSRO  accounting  procedures  that  are  relatively 
unique  to  PSROs ;     a  complete  summary  of  these  procedures  is 
presented  in  Chapter  III,  Narrative  to  the  Chart  of  Accounts. 


5  .  PSRO  DOCUMENTATION 

PSROs  operating  under  DHEW  contracts  are  normally 
receiving  Federal  funds  on  a  cost  reimbursement  basis; 
accordingly,  financial  transactions  must  be  adequately 
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documented  to  comply  with  the  applicable  Federal  procure- 
ment regulations.     Documentation  for  PSROs  includes: 

Establishing  minimum  standards  for 
supporting  PSRO  expenditures;  this 
normally  consists  of  vouchers,  invoices, 
cancelled  checks,  etc.,  to  support  the 
purchase  of  goods  and/or  services.  The 
PSRO  approval  process  must  assure  the 
propriety  of  the  purchase,  including  the 
purpose  and  the  amount.     Normally,  the 
HSQB  contract  will  establish  expenditure 
limits  and  the  HSQB  Contracting  Officer 
and  Project  Officer  will  monitor  activities 
as  a  form  of  indirect  control . 

These  standards  must  include  the  proper  charging 
of  expenses  to  Parts  I,  II  and  III  of  the  HSQB  contract. 

Adequate  documentation  of  the  allocation 
of  expenses  among  the  three  parts  of  the 
HSQB  contract,    (Part  I  -  appropriated  funds 
(HSQB));     Parts  II  and  III  Trust  Funds  (SSA) 
must  be  maintained  in  order  to  faciliate 
the  audit  for  the  contract  year-end  HSQB  151 
report  and  to  assure  that  the  costs  are  assigned 
to  the  proper  funding  source . 

A  record  retention  system  must  be  established 
for  systematic  retrieval  of  documents,  as 
required.     DHEW  contract  payments  to  PSROs 
are  generally  considered  provisional  payments 
and  are  subject  to  Federal  audit  and  approval. 
Consequently,  PSROs  must  maintain  a  record- 
keeping system  that  allows  for  periodic  audit 
to  support  and  verify  costs. 

A  simple  record-keeping  system  must  be 
implemented  for  PSRO  Federal  review  activities 
to  batch  and  file  expenditure  supporting 
documents  by  Part  I  of  the  HSQB  contract  and 
Parts  II  and  III  separately.     For  reimbursement 
a  PSRO  generally  submits  Form  #  TUS  5401 
(Payment  Voucher)  to  its  bank  on  a  monthly 
basis  to  cover  its  expenditures  for  Federal 
Review  activity,  and  it  is  relatively  easy 
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to  segregate  and  file  expenditure  documents  by 
the  appropriate  part  of  the  budget  to  which 
the  expenditure  is  being  charged. 

The  adequacy  of  PSRO  documentation  must  be 
assured.     It  is  important  for  the  PSRO  manage- 
ment and  accounting  personnel  to  recognize  the 
necessity  of  monitoring  accounting  records,  and 
to  seek  DHEW  assistance  and  advice  whenever  a 
documentation  problem  exists.     Such  documentation 
must  be  comprehensive  and  extended  individually 
to  Parts  I,   II  and  III  of  the  PSRO  program  and 
to  any  non-Federal  activity  which  occurs  in  the 
PSRO. 
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CHAPTER  II 


THE  BUDGETING  SYSTEM 


This  chapter  addresses  the  requirements  necessary 
for  each  PSRO  to  submit  an  annual  budget  as  part  of  the 
contract  renewal  process.     Information  presented  in  the 
following  pages  is  intended  as  a  supplement  to  the  PSRO 
Contracts  Management  Manual  of  the  PSRO  Management  Infor- 
mation System  (PMIS) ,  Volumes  I  and  II.     These  manuals 
provide  specific  instructions  for  the  preparation  and 
submission  of  budgets  to  the  Regional  Office  for  renewal 
of  KSQB  contracts. 

Three  key  points  of  the  budgeting  process  are: 


o      Budgets  are  submitted  on  the  Annual  Budget 
Summary  Form  (in  the  same  format  used  for 
expenditure  reporting)  along  with  detailed 
summary  sheets  to  provide  both  functional  and 
line  item  expenses. 

o      The  budget  is  divided  into  three  main 

functional  categories  --  Part  I  is  reim- 
bursed by  HSQB  from  appropriated  funds  and 
Parts  II  and  III  are  reimbursed  by  the  Social 
Security  Administration  Medicare  Trust  Funds. 

o      The  accounting  and  reporting  systems  described 
in  subsequent  chapters  of  the  FMAS  are  in 
direct  conformance  with  the  budgeting  process. 


Budget  Submission  Activity 

The  first  and  most  important  step  in  the  budgeting 
process  is  the  determination  of  the  specific  operational 
model  for  the  PSRO.     In  this  regard,   the  goals  of  the 
organization  must  be  considered,   the  specific  activities 
to  be  performed  must  be  outlined,  and  the  types  of  resources 
required  to  implement  these  activities  must  be  identified 
in  detail. 
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In  most  cases ,   the  primary  goal  of  the  PSRO  is  to 
discharge  the  obligations  imposed  by  P.L.   92-603,  that 
is,  assure  that  health  care  provided  to  beneficiaries  of 
Medicare,  Medicaid  and  Maternal  and  Child  Health  programs 
is  necessary  and  meets  professionally  recognized  standards. 
The  resources  and  functions  as  defined  and  categorized 
by  HSQB  as  being  necessary  to  achieve  this  initial  goal 
are  summarized  in  Exhibit  I I - 1 .     There  are  seven  basic 
functional  areas  in  the  HSQB  budgeting  system: 

o      Program  Management  -  includes  personal  services 
(personnel  and  consulting)  expense  incurred  in 
the  overall  operation  of  the  PSRO. 

o      Program  Support  -  includes  all  expenses  other 

than  personnel  which  are  incurred  in  the  overall 
operations  of  the  PSRO. 

o      Long-term  Care  Review  -  includes  all  expenses 
related  to  long-term  care  review  activity  in- 
cluding development  of  the  long-term  care 
review  program. 

o  Ambulatory  Care  Review  -  includes  all  expenses 
related  to  ambulatory  care  review  activity  in- 
cluding development  of  the  ambulatory  care  re- 
view program. 

o      Concurrent  Review  -  includes  only  the  expenses 
for  the  performance  of  non-delegated  hospital 
admission  certification  and  continued  stay 
review  including  reconsideration  where  applicable. 

o      Hospital  Medical  Care  Evaluation  Studies  -  includes 
the  expenses  for  the  design,   conduct,  evaluation, 
analysis  and  implementation  of  nondelegated  hospita 
Medical  Care  Evaluation  (MCE)  studies. 

o      Areawide  Hospital  Review  -  includes  expenses 

for  activities  which  support  both  delegated  and 
nondelegated  review,   such  as  data  processing, 
profile  analysis,  hospital  assessment  and  monitorin 
criteria  development,   training  and  area-wide  medica 
care  evaluation  studies. 
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Figure  II-l  details  the  appropriate  expenses  for 

each  function. 

In  addition,  as  the  capabilities  of  the  PSRO  expand, 
the  PSRO  will  be  the  logical  choice  of  other  third  party 
payor  agencies  to  perforin  review  of  care  provided  to 
their  beneficiaries,  and  in  all  likelihood,  the  PSRO 
activities  will  include  non-Federal  review.  Therefore, 
categories  will  need  to  be  added  to  reflect  the  functional 
costs  of  each  type  of  non-Federal  review.     Since  these 
cannot  be  applied  generally  to  all  PSROs ,  it  is  not  possible 
to  elaborate  on  them  in  the  FMAS . 

Budget  Submission  Process 

The  initiation  of  the  budget  process,  i.e.,  the 
identification  of  all  the  activities  to  be  performed 
during  the  budget  period,  will  lead  to  the  preparation 
and  submission  of  the  three-part  budget.     The  three  parts 
are  specified  in  Figure  II-l,  with  the  Health  Care 
Financing  Administration  being  responsible  for  funds  for 
Part  I  and  the  Medicare  Trust  Funds  for  Parts  II  and  III. 
Sixty  (60)  days  prior  to  the  renewal  date  of  the  HSQB  con- 
tract,  the  annual  budget  summary  and  detailed  summary  sheets  must 
be  submitted  to  the  regional  office  of  Health  Standards  and 
Quality  (OHSQ)  where  it  will  be  processed  and  forwarded  to  the 
HCFA  contracting  office.     Issuance  of  the  letter  of  credit 
to  the  PSRO  will  be  based  on  approval  of  this  budget,  the 
activity  assumptions,  the  allocation  of  resources  and  the 
estimates  of  cost.     Final  approval  will  be  made  by  the  OHSQ 
regional  office  after  the  fiscal  year  1977. 

Effective  with  contract  renewals  in  1977,  PSROs  will 
receive  funding  via  a  Letter  of  Credit  operated  under  DHEW s 
Federal  Assistance  Financing  System  (DFAFS) .     This  will 
apply  both  to  appropriated  (HCFA-Part  I)  funds  and  Trust 
(SSA-Parts  II  and  III)  funds.     The  mechanism  for  administering 
the  Letter  of  Credit  are  covered  in  Special  Instructions 
from  the  Office  of  the  Assistant  Secretary,  Comptroller,  DHEW 
and  in  HSQB  General  Memorandum  20-77  dated  June  6,  1977. 

The  purpose  of  the  Letter  of  Credit  is  two-fold:  1) 
to  provide  ready  access  to  funds  for  PSROs  so  that  negative 
cash  flow  never  occurs;  and  2)  to  reduce  the  amount  of  the 
Federal  funds  in  demand  deposit  accounts.     The  control  features 
on  the  funds  are  the  three -part  budget  and  the  quarterly  and 
annual  HSQB  151  -  Functional  Expenditure  Report. 
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The  Contracts  Management  Manual  presents  all  the  forms , 
schedules  and  illustrations  for  submission  of  a  PSRO  budget. 
This  is  covered  for  specific  line  items  by  functional  activity. 
These  same  line  items  by  function  are  the  basis  for  the 
numerical  coding  scheme  of  the  accounting  system  in  the  FMAS 
(Chapter  III).     By  budgeting  and  accounting  in  the  same  format, 
budget  control,   cost  report  preparation  and  budget  preparation 
will  be  simplified  and  more  effective.     Budget  modifications 
can  and  should  be  made  throughout  the  year.     The  accounting 
system  provides  the  capability  to  track  expenses  for  multiple 
sources  of  revenue  other  than  HSQB  and  Medicare  Trust  Funds . 


-  17  - 


Figure  II- 
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CHAPTER  III 


THE  ACCOUNTING  SYSTEM 


The  purpose  of  this  chapter  is  to  present  the 
accounting  process  for  the  PSRO-FMAS .     In  this  regard, 
a  recommended  accounting  organization  is  discussed  by 
accounting  functions;     the  organization  is  then  related 
to  the  accounting  cycle,   the  supporting  accounting 
records,  and  the  management  account  structure.  Chapters 
IV-IX  present  the  detailed  procedures  for  all  major 
accounting  functions,   including  the: 

General  Ledger  Function 

Income  and  Accounts  Receivable 
Function 

Payroll  Function 

Purchasing  and  Disbursements  Function 

Establishing  and  Maintaining  the  General  Ledger 

Trial  Balance  Function 

1.  PRSO  ACCOUNTING  ORGANIZATION 

Figure  III-l  presents  a  recommended  accounting 
organization  for  PSRO  operations .     The  specific  processes 
shown  in  the  exhibit  include  the : 

General  Ledger  Function 

Income  and  Accounts  Receivable 
Function 

Payroll  Function 

Disbursements  and  Accounts  Payable 
Function 

Trial  Balance  Function 
Report  Preparation  Function 
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FIGURE  III 
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Figure  III-2 
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The  development  of  the  accounting  organization  along 
the  lines  of  the  accounting  process  listed  above  facilitates : 


The  identification  of  the  interrelationships  of 
PSRO  program  activities  to  the  overall  transaction 

process . 

The  development  of  detailed  transaction  flow 
procedures  compatible  with  the  flexible  design 
of  the  supporting  accounting  records. 

The  assignment  of  specific  work  processes  within 
each  area  of  accounting  responsibility. 

In  addition,  the  accounting  procedures  and  records 
for  each  of  these  areas  are  related  and  are  presented  as 
they  relate  to  the  accounting  cycle  of  PSRO,  which  is 
comprised  of  four  major  components: 

Obtaining  funds,   including  the  collection 
of  receivables 

Incurring  expenses 

Establishing  proper  accountability 

Adjusting  and  closing  entries  at  year  end 

Figure  III-2  presents  the  interrelationship  of  the 
accounting  cycle  to  the  functional  processes  and  supporting 

accounting  records . 

The  remainder  of  this  chapter  presents  a  detailed 
description  of  the  PSRO  Management  Account  Structure 
(Chart  of  Accounts)  and  the  body  of  accounting  principles 
and  standards  for  the  system. 

2.  CHART  OF  ACCOUNTS 

The  recommended  uniform  Chart  of  Accounts : 

Provides  for  recording  all  financial 
transactions  in  an  organized,  methodical 

manner . 

Provides  for  summarization  of  data  with 
minimal  effort. 
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Provides  a  framework  for  monitoring 
current  operations. 

Supplies  needed  financial  information 
to  all  managers. 

Interfaces  with  other  data  required  by 
PMIS. 

Is  applicable  to  all  activities  of  a  PSRO, 
not  just  Federal  activities. 

The  establishment  of  the  Chart  of  Accounts  is  a 
fundamental  requirement  for  each  PSRO  in  designing  and 
implementing  the  PSRO  Financial  Management  and  Accounting 
System.     While  the  Quarterly  PSRO  Functional  Expenditure 
Report  must  be  adhered  to  in  order  to  insure  national 
uniformity  of  reports  and  comparability  of  cost  data, 
the  Management  Account  Structure  presented  below  will 
provide  PSRO  management  with  considerable  flexibility 
when  accumulating  program  expenses. 

The  Chart  of  Accounts  for  PSROs  is  presented  below 
to  provide  an  overview  of  an  accounting  system  for  a 
larger  PSRO;   smaller  PSROs  may  use  the  same  basic  structure, 
excluding  the  unnecessary  accounts. 

The  account  coding  in  the  FMAS  is  based  on  a  five 
(5)  digit  number;     three  (3)  digits  for  the  General 
Ledger  accounts  and  two  (2)  digits  for  Subsidiary  Ledger 
contract  and  function  codes.     The  PSRO  cost  reporting 
requirements,  as  discussed  above,  include  a  dual  cost 
classification  showing  expenses  both  by  natural  class 
(line  items  such  as  wages,   travel,  supplies,  etc.,)  and 
by  function  (where  the  line  items  are  used,  such  as  Pro- 
gram Management,  Concurrent  Review,  etc.).     The  proposed 
account  system  separates  expenses  by  natural  class  in  the 
General  Ledger. 

o      General  Ledger  Account  Codes 

The  structure  of  the  three  (3)  digit  General 
Ledger  Account  Code  is  a  method  of  classifying 
the  account;  for  example,  the  account  No.  123 
breakdown  is : 
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IXX       ;     The  first  digit  indicates  the  type 
of  account,   i.e.,  asset. 

X2X       :     The  second  digit  indicates  the  class- 
ification of  the  account  within  each 
of  the  major  types  of  account,  i.e., 
accounts  receivable. 

XX 3       :     The  third  digit  indicates  the  exact 

account  within  the  major  classifications; 
i.e.,   third  party  agencies. 

The  following  Chart  of  Accounts  illustrates  the 
account  coding  structure  proposed: 


100  ASSETS 

110  Cash 

111  Cash-in-Bank/ 

Disbursing  Account 

112  Deposits  of  Federal  Funds 

113  Petty  Cash 

115  Short-Term  Investment/ 

Deposits 

120-130  Accounts  Receivable 

121  Other  Agency  Contracts 

(Identify) 

130  Other  Program  Activities 

135  Miscellaneous 

140  Other  Current  Assets 

141  Inventories 

142  Prepaid  Expenses 

150  Fixed  Assets 

151  Furniture  and  Equipment 

152  Allowance  for  Depreciation/ 

Furniture  &  Equipment 

200  LIABILITIES 

210  Current  Liabilities 

211  Accounts  Payable 

212  Accrued  Expenses  Payable 

213  Salaries  Payable 

214  Federal  Income  Taxes/ 

Witholding 
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215  State  Taxes/Withholding 

216  Other  Withholding 

217  FICA 

218  Federal  and  State  Unemploy- 

ment Taxes 

219  Notes  Payable 

220  Contract  Advances 

221  Federal  Contract  Advance 

222  Other  Contract  Advance 

230  Long-Term  Liabilities 

231  Notes  Payable  to  Banks 

232  Notes  Payable  to  Others 

300  FUND  BALANCES 

311  Operating  Fund 

321  Other  Fund 

400  REVENUE 

410  Contract  Revenue/Federal  Program 

411  Contract  Revenue  -  HSQB 

415  Revenue/Pass -Through 

Hospitals 

420-430  Other  Revenue 

421  Contract  Revenue  (identify) 

430  Non-Contract  Revenue 

(identify) 

435  Miscellaneous  Revenue 

500  EXPENSES 

510  Salaries 

511  Review  Coordinators 

512  Technical 

513  Managerial 

514  Support 

520  Fringe  Benefits 

521  FICA  -  Employer ' s  Share 

522  State  Unemployment 

523  Federal  Unemployment 

524  Workmen's  Compensation 

525  Group  Health  and  Life  Insurance 

526  Retirement 

530  Consultants 

531  Physician  Advisors 
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532  Physician  Consultants 

533  Other  Health  Care  Pro- 

fessionals 

534  Data  Consulting 

535  Legal  Services 

536  Accounting  Services 
539  Other  Consultants 

540  Subcontracts 

541  Data  Processing 

542  Printing 

543  Training 

544  Contract  Labor/Temporary  Help 

550  Travel 

551  In-Area  Travel 

552  Vehicle  Lease 

553  Gas,  Oil  and  Repairs 

554  Vehichle  Insurance 

557  Out-of-Area  Travel 

560  Furniture  and  Equipment 

561  F&E  Purchases 

562  F&E  Rental 

563  Equipment  Maintenance  and 

Repair 

564  F&E  Depreciation 

570  Space 

571  Rent 

572  Utilities 

573  Maintenance,  Repairs,  and 

Housekeeping 

574  Facility  Insurance 

580-590  Other 

581  Office  Supplies 

582  Reproduction  and  Printing 

583  Postage 

584  Telephone 

585  Memberships  and  Subscriptions 

586  Educational  Materials  and  Fees 

587  Professional  Liability 

Insurance 

588  Other  Insurance  and  Bonding 

589  Meeting  Expense 

590  Relocation  and  Recruitment 

of  Personnel 

599  Indirect  Costs 
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In  order  to  segregate  expenses  by  contract  (for 
reimbursement)  and  function  (for  HSQB  reporting) ,  an  additional 
two-digit  code  is  needed.     These  two  digits  permit  posting 
to  a  Subsidiary  Ledger  by  contract  function  for  the  500 
Series  of  accounts  and  also  permit  segregation  of  other 
accounts  by  program,  if  desired. 

The  contract  classification  code  designates  the  reim- 
bursing organization  permitting  expenses  to  be  segregated 
by  governmental  or  private  contract.     The  proposed  classi- 
fication scheme  is: 

1  -  HSQB 

2  -  State 

3  -  8  -     Private  Insurance  Carriers 
9  -    Corporate  (PSRO) 

The  functional  classification  is  based  on  HSQB  cost 
reporting  requirements;     the  specific  functions  are: 


0 

Balance  Sheet 

1 

Program  Management 

2 

Program  Support 

3 

Long-Term  Care  Review 

4 

Ambulatory  Care  Review 

5 

Concurrent  Review 

6 

-    Hospital  MCE  Studies 

7 

Areawide  Hospital  Review 

8 

(Available  for  Additional  Activity) 

9 

Overhead 

Each  combination  of  contract  and  function  codes  re- 
presents a  Subsidiary  Ledger  page.     For  clarification  pur- 
poses, examples  of  possible  combinations  of  contract  and 
function  codes  are  identified: 


11  -  HSQB  Program  Management 

12  -  HSQB  Program  Support 

13  -  HSQB  Long-Term  Care  Review 

14  -  HSQB  Ambulatory  Care  Review 

15  -  HSQB  Concurrent  Review 

16  -  HSQB  Hospital  MCE  Studies 

17  -  HSQB  Areawide  Hospital  Review 

21  -  State  Program  Management 

22  -  State  Program  Support 

23  -  State  Long-Term  Care  Review 

24  -  State  Ambulatory  Care  Review 
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25 

State  Concurrent  Review 

31 

Blue  Cross  Program  Management 

32 

Blue  Cross  Program  Support 

34 

Blue  Cross  Ambulatory  Care 

Review 

35 

Blue  Cross  Concurrent  Review 

41 

Equitable  Program  Management 

42 

Equitable  Program  Support 

45 

Equitable  Concurrent  Review 

98 

Corporate  Training  Workshops 

99 

Corporate  Overhead 

Codes  11  through  17  combined  represent  the  HSQB  con- 
tract.    Each  code  (11  through  17)  represents  a  column  on 
the  HSQB  cost  reporting  Form  151.     Note  that  codes  11  through 
14  represent  Part  I  or  HSQB  -  reimbursed  costs;   codes  15  through 
17  represent  costs  paid  for  from  trust  funds. 

Codes  23  through  25  may  represent  one  State  contract  or 
three  separate  State  contracts .     If  more  than  one  State 
agency  contracts  with  the  PSRO  for  activities  of  similiar 
function,  expand  the  coding  structure  so  that  24,  for 
example,  represents  ambulatory  care  review  for  one  State 
agency  and  34  represents  ambulatory  care  review  for  the 
second  State  agency. 

Code  98  as  presented  represents  a  PSRO-conducted 
activity  supported  by  non-Federal  funds  or,   in  this 
example,   supported  by  participant  fees. 

Code  99   (Corporate  Overhead)  could  be  used  to  assign 
expenses  such  as  depreciation  of  furniture,  equipment, 
and  vehicles  which  will  be  recovered  through  an  indirect 
cost  rate  with  one  or  more  contracting  organizations.  An 
example  of  the  application  of  this  code  will  be  illustrated 
in  a  later  section. 

The  entire  coding  process  for  an  expense  involves 
assigning  the  appropriate  3-digit  General  Ledger  code  and 
the  appropriate  2-digit  Subsidiary  Ledger  code.     For  example, 
the  salary  of  a  review  coordinator  distributed  based  on  time 

reporting  may  be  coded: 


511- 

15 

60% 

511- 

16 

10% 

511- 

25 

30% 
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This  would  indicate  that  during  the  pay  period,  this 
review  coordinator  spent  60%  of  his/her  time  on  Federal 
concurrent  review  activities,   107o  on  Federal  MCE  studies, 
and  307o  on  State  concurrent  review  activities. 
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NARRATIVE 


CHART  OF  ACCOUNTS 


100  -  ASSETS 

Assets  are  generally  considered  to  be  "things  owned 
having  value."    Asset  accounting  for  many  PSROs  differs 
from  normal  practices  because  Federal  assets  (i.e., 
furniture,   equipment,   inventories,   etc.,  purchased  with 
HSQB  or  SSA  funds)  are  not  PSRO-owned;   they  are  U.S. 
Government -owned .     Accordingly,  PSROs     generally  show 
Federal  asset  purchases  as  expenses  in  the  period  of 
purchase  rather  than  spreading  the  cost  over  future 
periods . 

PSROs  having  both  non-Federal  and  Federal  assets 
have  a  more  complicated  asset  accounting  process.  More 
of  the  problem  areas  are  discussed  in  the  narrative  for 
the  individual  accounts  and/or  in  the  Appendix  -  Indirect 
Cost  Accounting. 

Four  major  types  of  assets  are  illustrated  in  the 
Chart  of  Accounts,  including: 

110  -  Cash 

120  -  Accounts  Receivable 
130  -  Other  Current  Assets 
150  -  Fixed  Assets 

For  report  purposes,   the  assets  are  organized  in  two  groups: 
(1)  current  assets,   i.e.,  cash,  receivables,   inventories,  and 
pre-paid  expenses,  and  (2)  non-current  assets. 

110  -  Cash 

There  are  four  accounts  illustrated  under  this 
asset  group.     Larger  PSROs  will  probably  expand  the 
number  of  accounts  used  for  cash  accounting  to  include 
a  payroll  cash  account  and  other  special  deposit  accounts. 
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All  PSROs  receive  cash  from  the  draw  down  of  the 
contract  budget  via  the  Letter  of  Credit.     The  procedures 
for  obtaining  these  funds  are  covered  in  the  "Instructions 
to  Recipient  Organizations  for  Use  of  Letter  of  Credit," 
published  by  the  Office  of  the  Assistant  Secretary,  Comptroller, 
DHEW,   September  3,   1976.     These  funds  are  to  be  deposited 
in  a  non-interest  bearing  account  separate  from  all  other 
non-Federal  funds.     All  Federal  funds  may be  deposited  to- 
gether in  one  bank  account,  but  these  funds  are  not  to  be 
co-mingled  with  non-Federal  funds  in  the  same  bank  account 
until  they  are  to  be  disbursed  for  expenses  incurred  in  the 
discharge  of  the  HCFA/HSQB  contract. 

o    Account  No.   Ill  -  Cash-in-Bank/Disbursing  Account 

This  account  is  used  for  paying  all  the  obligations 
of  the  PSRO.     If  a  PSRO's  business  is  limited  solely 
to  the  Federal  government,   this  account  and  Account 
No.   112   (below)  would  be  one  and  the  same.     If  only 
a  portion  of  PSRO's  expenses  are  Federal,   then  at 
the  time  that  the  checks  are  prepared  to  pay  the 
total  bills  due,   the  portion  which  is  assigned  to 
the  HCFA/HSQB  contract  will  need  to  be  transferred 
from  account  No.   112  to  this  account. 

PSROs  may  receive  cash  from  Blue  Cross  or  another 
third  party  payor  for  non-Federal  review  activities . 
This  cash  would  be  deposited  (debited)   to  this 
account  and  the  offsetting  credit  would  be  to 
Accounts  Receivable  (in  the  120  series) . 

o    Account  No.   112  -  Deposits  of  Federal  Funds 

This  account  is  debited  for  the  cash  drawn  down 
against  the  approved  budget  via  the  Letter  of 
Credit.     The  offsetting  credit  entry  would  be 
to  the  respective  Federal  revenue  account  (No. 
411  and/or  415) .     The  timing  of  the  entries  may 
vary  from  PSRO  to  PSRO  depending  on  the  arrange- 
ments each  has  with  its  bank.     The  bank  may  agree 
to  credit  the  PSRO's  checking  account  at  the 
time  of  presentation  of  the  Payment  Voucher  (Form 
TUS  5401)  or  delay  the  credit  until  notified  by 
the  Federal  Reserve  Bank  or  Branch  that  the 
payment  voucher  has  been  accepted. 
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For  internal  control  purposes ,   it  is  recommended  that  banking 
arrangements  include  a  minimum  of  two  signatures  for  check 
issuance;  normally,   this  would  include  the  PSRO  executive 
director,  assistant  director  or  financial  manager,  and/or 
an  officer  of  the  Board  of  Directors. 

o    Account  No.   113  -  Petty  Cash 

PSROs  may  require  cash  funds  to  pay  minor 
expenses.     Normally,  petty  cash  funds  should  be 
maintained  on  an  imprest  basis  and  a  special 
account  established.     When  replenishing  the 
petty  cash  fund,  appropriate  expenditure  accounts 
are  debited  and  Account  No.   Ill  -  Cash-in-Bank 
is  credited.     Credit  Account  No.   113  only  if  the 
amount  of  the  petty  cash  fund  is  to  be  liquidated 
or  reduced. 

o    Account  No.   115  -  Short  Term  Investments/Deposits 

This  account  may  be  required  for  short  term  in- 
vestments or  special  deposits  that  are  frequently 
required  for  specific  services,   i.e.,  telephone, 
rent  deposits.     PSROs  performing  only  Federal 
review  activities  under  a  DHEW  contract  will  have 
investment  restrictions . 

A  periodic  listing  of  the  items  in  this  account 
should  be  prepared  for  internal  management  purposes 
and  control. 

120  -  Accounts  Receivable 

There  are  only  three  examples  of  the  types  of  receivables 
discussed  under  this  asset  group.     Larger  PSROs  may  expand  the 
number  of  receivable  accounts  to  better  control  their  operations 
Normally,  a  separate  receivable  account  should  be  established 
for  every  major  contract  or  agreement  for  which  billings  must 
be  made  to  receive  payment. 

It  should  be  noted  that  some  of  the  larger  PSROs  con- 
ducting a  wide  range  of  operations  may  have  collection  diffi- 
culties and  have  to  recognize  bad  debt  expenses  with  off- 
setting "Allowance  for  Doubtful  Accounts."     Since  many  PSROs 
will  not  experience  collection  problems,  bad  debt  accounting 
procedures  are  not  included  in  this  manual . 
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o    Account  No.   121  -  Accounts  Receivable  -  Other 
Agency  Contracts  (identify) 

This  account  and  subsequent  available  accounts 
in  number  sequence  as  needed  are  used  for  receiva- 
bles from  other  contract  services.     The  offsetting 
accounts  are  the  revenue  accounts  numbered  with 
the  identical  second  and  third  digits .  Examples 
of  the  numbering  sequence  are: 

Account  No.   121     -    Accounts  Receivable  Blue 

Cross 

Account  No.  421     -     Blue  Cross  Contract  Revenue 

Account  No.   122     -    Accounts  Receivable  Medical 

Society 

Account  No.  422  -  Medical  Society  Contract  Revenue 

o    Account  No.   130  -  Accounts  Receivable  -  Other 
Program  Activities  (identify) 

This  account  and  subsequent  available  accounts 
in  number  sequence  as  needed  are  used  for  re- 
ceivables from  other  program  activities  such  as 
training  programs  or  sales  of  published  products . 
The  offsetting  accounts  are  revenue  accounts 
numbered  with  the  same  second  and  third  digits . 

o    Account  No.   135  -  Miscellaneous  Accounts  Receivable 

This  account  is  recommended  for  the  various  types 
of  non-recurring  receivables  that  most  business 
organizations  experience,   including  amounts  due 
from  vendors  and  employees . 

All  receivable  accounts  should  be  reviewed  periodically 
by  management  to  assure  timely  collection  of  amounts 
due . 

140  -  Other  Current  Assets 

The  Other  Current  Asset  Accounts  presented  in  the 
Chart  of  Accounts  are  Inventories  and  Prepaid  Expenses . 

There  may  be  other  accounts  required  under  this  series 
of  accounts  and  individual  PSROs  should  establish  the  additional 
accounts  as  needed. 

It  is  important  to  note  that  PSROs  performing  only  Federal 
review  activity  under  their  DHEW  contract  will  not  capitalize 
expenditures  for  inventories  or  prepaid  expenses .     The  logic 
for  this  is  explained  in  the  comments  under  Section  150  -  Fixed 
Assets  . 


-  33  - 


o    Account  No.   141  ~  Inventories 


Inventories  for  most  PSROs  will  consist  of 
office  supplies  and  other  expendable  assets. 
PSROs  performing  only  Federal  review  under  a 
DHEW  contract  will  not  use  this  account; 
rather,   they  will  debit  the  appropriate  500 
series  expense  account  and  draw  against  the 
Letter  of  Credit  in  the  same  accounting  period. 

PSROs  conducting  non-Federal  activities  may 
own  inventories  and  may  use  the  above  account . 
The  normal  accounting  procedure  for  these 
PSROs  is  to  take  a  physical  inventory  and 
prepare  the  necessary  adjustment  at  the  end 
of  the  accounting  period. 

o    Account  no.   142  -  Prepaid  Expenses 

Prepaid  expenses  represent  assets  that  will  be 
consumed  in  future  periods,   i.e.,  rent, insur- 
ance ,  etc.     The  accounting  procedures  discussed 
under  Inventories,  above,  also  are  applicable 
to  this  account. 

150  -  Fixed  Assets 

Fixed  Asset  accounting  for  PSROs  is  unique  in  tha 
two  different  accounting  procedures  are  required  depending 
on  whether  (1)   the  PSRO  purchases  the  asset  with  Federal 
Funds,  or   (2)  the  PSRO  purchases  the  asset  with  non-Federal 
funds . 

(1)     Asset  Purchased  with  Federal  Funds 

All  fixed  assets  purchased  with  Federal 
funds  and  used  by  PSROs  are  U.S.  Govern- 
ment property  rather  than  PSRO  property. 
Accordingly,  asset  purchases  are  charged 
to  the  appropriate  expense  account   (500  seri 
when  the  expenditure  is  recorded.  The 
PSRO  does  not  capitalize  asset  purchases 
and  there  are  no  depreciation  accounting 
procedures  to  be  followed. 
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The  PSROs  have  a  custodial  responsibility 
for  U.S.  Government -owned  property  and 
PSRO  accounting  personnel  must  maintain 
the  necessary  property  accounting  records 
to  support  and  document  asset  purchases. 
DHEW  Contract  Representatives  are  avail- 
able to  advise  on  proper  inventory  pro- 
cedures for  controlling  U.S.  Government 
property.     Property  accountability  is 
usually  one  of  the  more  important  areas 
included  in  Federal  audits  of  PSROs. 

PSRO  accounting  personnel  should,   at  a 
minimum,  maintain  a  list  of  U.S.  Govern- 
ment property  under  PSRO  control .  This 
list  should  include  a  description  of  the 
property  and  the  total  cost,  including 
all  related  charges ,   such  as  transpor- 
tation,  insurance,   etc.     The  total  value 
of  all  purchased  fixed  assets  must  agree 
with  the  total  of  the  amounts  shown  for 
furniture  and  equipment  of  the  HSQB  151 
Quarterly  PSRO  Functional  Expenditure 
Report,  Cost  Component  F. 

(2)     Asset  Purchased  with  Non-Federal  Funds 

PSROs  may  purchase  property  with  U.S. 
Government  funds  and  also  purchase  and 
maintain  non-Federal  property.  Normal 
asset  accounting  procedures  apply  for 
all  non-Federal  property.  Generally 
these  procedures  include  capitalizing 
the  property  at  total  cost  (including 
transportation,   insurance,  etc.)  and 
depreciating  the  cost  of  the  property 
over  the  estimated  useful  life.  When 
assets  are  donated  to  the  PSRO  or  assets 
are  brought  forward  from  a  previously 
existing  organization,   the  values  to  be 
capitalized  are  generally  the  fair  market 
value  at  the  time  of  exchange;  however, 
PSROs  should  seek  professional  accounting 
assistance  in  recording  complex  trans- 
actions involving  significant  values. 
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Depreciation  accounting  procedures  are 
dependent  on  how  the  non-Federal  property 
is  used.     If  the  non-Federal  property  is 
used  specifically  for  non-Federal  activities, 
then  the  depreciation  expense  is  charged 
exclusively  to  the  non-Federal  contracts. 
If  the  non-Federal  property  is  used  jointly 
for  both  Federal  and  non-Federal  or  used 
solely  for  Federal  activities,   the  PSRO 
should  do  the  following: 

Request  DHEW  Contract  Office  for  an 
indirect  cost  provision  as  an  amend- 
ment to  the  basic  contract.  The 
Federal  Government  will  review  the 
PSRO  activities  and  accounts  and  es- 
tablish an  indirect  cost  rate  which 
the  PSRO  can  use  in  recovering  in- 
direct costs.     A  special  indirect 
cost  accounting  procedure  is  dis- 
cussed under  Account  No.   599  using 
depreciation  of  fixed  assets  as  an 
example.     The  PSRO  cannot  recover 
depreciation  expense  for  non-Federal 
property  used  for  Federal  review 
activities  without  having  negotiated 
an  indirect  cost  provision  in  the 
DHEW  contract  or  unless  an  acceptable 
and  feasible  method  of  prorating  such 
costs  among  Federal  and  non-Federal 
activity  has  been  approved  by  the 
DHEW  contract  office.     Among  the 
bases  for  proration  are  patient  ad- 
mission, patient  days,   space  occupied, 
etc . 

Two  fixed  asset  accounts  are  illustrated  under  this 
account  grouping: 

o        Account  No.   151  -  Furniture  and  Equipment 

This  account  is  for  non-Federal  property 
as  discussed  above. 
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o        Account  No.   152  -  Allowance  for  Depreciation 


Furniture  and  Equipment 


This  account  is  a  contra  account  for  Account 
No.   151  and  should  be  credited  at  the  end  of 
each  current  accounting  period  with  the 
amount  of  depreciation  applicable  to  the 
fixed  assets  for  that  period.     The  offsetting 
debit  is  to  Account  No.  564. 


Other  fixed  asset  and  depreciation  accounts  may  be 
established  by  PSROs  as  required,   including,   for  example,  ve- 
hicles, buildings,  etc.     The  cost  of  land  would  be  caDitalized 
but  land  cannot  be  depreciated. 
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200  -  LIABILITIES 


Liabilities  are  generally  defined  as  "amounts  owded". 
Liability  accounting  for  PSROs  is  generally  in  accordance 
with  normal  accounting  practices.     Eleven  different  liabilit 
accounts  are  illustrated  in  the  Chart  of  Accounts.  The 
accounts  have  been  structured  so  that  current  liabilities  ar 
easily  separated  for  report  presentation  purposes. 

210  -  Current  Liabilities 

o    Account  No.   211  «-  Accounts  Payable 

Larger  PSROs  will  probably  maintain  a  separate 
Accounts  Payable  Journal;     smaller  PSROs  may 
just  maintain  a  monthly  accounts  payable  file. 
The  accounting  process  for  accounts  payable  is 
demonstrated  in  Chapter  VII. 

o    Account  No.   212  -  Accrued  Expenses  Payable 

Accrued  expenses  should  be  recognized  by  PSROs 
at  the  end  of  the  accounting  period  prior  to 
closing  the  expense  accounts.     Currently,  the 
primary  external  requirement  for  a  formal  account 
closing  is  at  the  end  of  a  PSRO  contract  year, 
at  which  time  all  outstanding  liabilities  must 
be  recognized.     Generally,  PSROs  performing  only 
Federal  review  activities  under  DREW  contract 
will  not  recognize  accrued  expenses  for  interim 
financial  reporting  unless  a  substantial  amount 
is  involved  and  then  the  subject  should  be  dis- 
cussed with  the  DHEW  Contract  Officer. 

PSROs  conducting  non-Federal  activities  may 
recognize  accrued  expenses  in  accordance  with 
normal  accounting  procedures. 

o    Account  Mo.   213  -  Salaries  Payable 

This  account  is  to  show  the  amount  of  accrued 
salaries .     Salaries  generally  represent  the 
most  significant  budget  item  for  PSRO  operations 
and  PSROs  should  make  end-of  period  adjusting 
entries  for  salaries  earned  but  not  paid. 

Entries  to  Salaries  Payable  should  normally  be 
processed  by  the  accounting  month.     In  most  cases 
salaries  will  not  be  accrued.     If  accruals  are 
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made,   the  appropriate  reversing  entry- 
must  be  recorded  early  in  the  following 
month  to  avoid  overstating  expenses  and 
duplicating  requests  for  reimbursement. 

o        Account  No.   214  -  Federal  Income  Taxes- Withholding 

o        Account  No.   215  -  State  Taxes  -  Withholding 

o        Account  No.   216  -  Other  Withholding 

Many  PSROs  will  need  additional  accounts  for 
withholdings  from  employees '  payroll  checks . 
Besides  additional  tax  withholding,   such  as 
city  and  local  income  tax,   such  items  as  dis- 
ability insurance  and  employee  contribution 
to  accident,   life  and  health  insurance  plans 
or  retirement  programs  are  not  uncommon. 

o        Account  No.   217  -  F1CA  Payable 

The  employee's  share  will  be  recorded  here  every 
payroll  period.     Normally,   the  employer's 
share  will  be  charged  to  the  expense  account 
(520  series)  when  the  payment  is  made  but  if 
accruals  are  made  each  payroll,  the  liability 
would  be  recorded  here. 

o        Account  No.   218  -  Federal/State  Unemployment  Taxes 

Payable 

The  above  account  is  self-explanatory  and 
accounting  entries  are  the  standard  basic 
types  of  entries  in  any  accounting  system. 
Chapter  VI  presents  more  fully  the  source 
of  information  for  the  above  account. 

o        Account  No.   219  -  Notes  Payable 

This  account  is  presented  to  show  the  proper 
presentation  for  longer  term  liabilities  that 
may  be  due  within  the  current  operating  period, 
normally  twelve  months.     Refer  to  Account  No. 
230  -  Long-Term  Liabilities  below. 


-  39  - 


220  -  Contract  Advances 

This  group  of  accounts  is  to  present  liabilities 
that  represent  advance  payments  for  future  services  and/ 
or  purchases .     Two  accounts  are  illustrated  in  the  Chart 
of  Accounts;     however,  a  PSRO  should  establish  a  separate 
account  for  each  type  of  contract  advance  received. 

o        Account  No.   221  -  Federal  Contract  Advance 

This  account  should  be  credited  at  the  end  of 
the  HCFA/HSQB  contract  period  for  the  excess 
balance  of  Federal  funds  remaining  in  Account 
No.   112  after  all  the  contract  expenses  have 
been  charged.     This  recognizes  a  liability  to 
the  Federal  government . 

The  offsetting  debit  would  be  to  Account  No. 
411  and/or  Account  No.   415  to  reverse  the 
revenue  recognized  when  the  Payment  Voucher 
was  submitted. 

o        Account  No.   222  -  Other  Contract  Advance  (identify) 

This  account  illustrates  the  type  of  account 
that  should  be  used  for  each  contract  advance. 
Credits  to  this  account  normally  should  be 
processed  when  the  funds  are  received;  debits 
would  be  made  when  the  services  have  been  per- 
formed or  the  work  completed. 

230  -  Long-Term  Liabilities 

Long-term  liabilities  represent  funds  borrowed  by 
PSROs  and  payable  at  some  future  point  in  time.  Most 
PSROs  will  not  have  long-term  liabilities  unless  they 
are  carried  forward  from  a  previously  existing  organi- 
zation.    Usually,   long-term  liabilities  will  be  for 
non-Federal  review  activities  and,   in  the  event  interest 
expenses  are  incurred,  all  interest  charges  must  be 
debited  to  the  non-Federal  program  expenses.  Interest 
expenses  cannot  be  included  in  the  indirect  cost  rate 
determination . 

Two  types  of  long-term  liabilities  are  listed  in 
the  Chart  of  Accounts;     both  are  self-explanatory: 

o        Account  No.   231  -  Notes  Payable  to  Bank 

o        Account  No.   232  -  Notes  Payable  to  Others 


-  40  - 


300  -  FUND  BALANCE  ACCOUNTS 


The  Fund  Balance  accounts  in  the  uniform  PSRO 
account  structure  are  equivalent  to  the  PSRO  equity- 
accounts.     Many  PSROs  exist  solely  as  a  result  of  a 
DHEW  contract  and  are  operating  on  advanced  contract 
funds   (refer  to  Account  No.   221  narrative).    In  these 
instances  the  PSROs  will  normally  not  have  Fund  Balance 
accounts,  unless  the  PSRO  elects  to  capitalize  non- 
reimbursed costs   (disallowances) . 

PSROs  that  are  the  surviving  entity  of  a  previously 
existing  organization  will  probably  need  to  use  the 
Fund  Balance  accounts  to  present  the  equity  carried 
forward  from  the  previously  existing  organization. 

In  situations  where  a  PSRO  is  the  surviving  entity 
of  a  previous  organization  and  there  are  significant 
equity  account  balances ,  entries  required  to  transfer 
amounts  to  the  PSRO  accounts  should  be  coordinated  with 
professional  accounting  advisors. 

There  are  many  different  types  of  Fund  Balance 
accounts  a  PSRO  may  require.     A  general  rule  is  that  a 
separate  account  should  be  established  for  each  indivi- 
dual fund.     Examples  of  the  types  of  funds  a  PSRO  may 
have  include  grants  from  private  foundations  or  contracts 
with  local  government . 

In  the  event  an  expense  item  on  the  audited  annual 
HSQB  -151  is  disallowed,   the  PSRO  should  eventually 
process  the  disallowance  as  a  debit  to  a  Fund  Balance 
account . 

Two  Fund  Balance  accounts  are  illustrated  in  the 
Chart  of  Accounts,  as  follow: 

o    Account  No.    311  -  Operating  Fund 

This  account  is  for  funds  specifically  desig- 
nated for  operations.     Generally,  these 
operations  are  explained  in  the  funding  docu- 
mentation.    PSRO's  conducting  both  Federal  and 
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non-Federal  activities  will  probably  have  an 
operating  fund  balance;     PSROs  that  are  the 
surviving  entity  of  a  previously  existing 
organization  will  normally  have  a  beginning 
operating  fund  balance  amount  transferred  to 
the  PSRO  accounts.     The  beginning  amount  is 
usually  the  difference  between  the  value  of 
the  assets  and  liabilities  transferred  to  the 
PSRO. 

The  operating  fund  balance  is  also  the  account 
used  to  record  any  difference  between  PSRO 
revenues  and  expenses .     PSRO  Federal  review 
activities  are  basically  cost  reimbursable 
and  the  Federal  program  total  revenues  should 
equal  total  expenses . 

PSRO  non-Federal  review  activities  may  or  may 
not  be  fully  cost  reimbursable  and  the  PSRO 
may  not  negotiate  profit-producing  agreements. 
In  the  event  there  are  differences  between 
non-Federal  revenues  and  expenses,   the  differ- 
ence should  be  closed  to  Account  No.   310  - 
Operating  Fund  Balance,  or  to  another  specifi- 
cally established  fund  balance  account. 

Account  No.   321   -  Other  Fund 

This  account  illustrates  the  non-operating  type 
of  fund  balance  accounts  that  may  be  required 
for  PSRO  accounting.     Normally  these  funds  are 
established  for  specific  purposes  and  special 
cash  accounts  may  be  appropriate  for  proper 
control.     For  example,  a  building  fund  may  be 
established  by  a  private  donor;     the  PSRO  may 
debit  the  funds  to  a  special  cash  account  and 
establish  a  separate  Building  Fund  Balance 
account.     As  expenditures  are  made,  the  fund 
balance  account  would  be  reduced  by  offsetting 
debit  entries . 
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400  -  REVENUES 


Revenues  are  derived  from  Federal  and  non-Federal 
clients  for  services  performed  or  purchased.  Revenue 
accounts  usually  have  credit  balances ,     There  are  six 
types  of  revenue  accounts  illustrated  under  this  major 
group . 


410  -  Contract  Revenue  -  Federal  Program 

o    Account  No.   411  -  Contract  Revenue  -  HSQB 

All  Federal  contract  draw    downs  with  the  Letter 
of  Credit  and  Payment  Voucher  should  be  credited 
to  this  account  and  the  offsetting  debit  is  to 
Account  112  -  Deposits  of  Federal  Funds. 

For  external  DHEW  contract  accounting  purposes, 
the  PSRO  revenue  and  expense  accounts  should 
be  closed  at  the  end  of  each  contract  period. 
When  a  contract  period  terminates ,  normal  con- 
tract close-out  includes  closing  the  revenue 
and  expense  accounts  and  final  report  prepara- 
tion.    For  internal  PSRO  management  purposes, 
interim  financial  reports  may  be  based  on  trial 
balance  working  papers,  as  discussed  in  Chapter 
IX. 


o    Account  No.  415  -  Revenue  -  Pass-Through  Hospitals 

Non-delegated  hospitals  have  the  option  to  pass 
the  revenues  for  concurrent  review  and  Hospital 
MCEs  through  their  organizations  to  the  PSRO. 
The  recording  of  this  revenue  is  similar  to  that 
treated  in  Account  411,  but  since  it  is  matched 
to  the  activity  by  a  specific  hospital,   it  should 
be  kept  separate.     A  separate  sub-account  should 
be  maintained  for  each  pass-through  hospital. 
Since  the  pass-through  is  directly  attributable  to 
Federal  review,   the  offsetting  debit  should  be  to 
Account  No.  112. 

420  -  430  -  Other  Revenue 

o    Account  No.   421  -  Contract  Revenue  (identify) 

This  account  and  subsequent  available  accounts 
in  number  sequence  as  needed  are  used  for 
revenue  from  other  contract  services .  Revenue 
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from  each  additional  contract  should  be  identi- 
fied in  a  separate  account  with  a  corresponding 
receivable  account  (see  Account  No.  121). 

o    Account  No.  430  -  Non-Contract  Revenue  (identify) 

This  account  and  subsequent  available  accounts  in 
number  sequence  as  needed  are  used  for  revenue 
from  other  program  activities.     Examples  of 
non-contract  activities  are  training  program  fees 
and  sale  of  published  products .  Revenue     from  each 
substantial  activity  should  be  recorded  in  a 
separate  account  with  a  corresponding  receivable 
account . 

o    Account  No.  435  -  Miscellaneous  Revenue 

Non-recurring  revenue  transactions  should  be  recorded 
in  this  account . 
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500  -  EXPENSES 


Expenses  generally  are  the  out-flow  of  assets  re- 
sulting from  the  PSRO's  provision  of  services  and/or  for 
procurement  for  Federal  and  non-Federal  clients,  Expense 
accounts  usually  have  debit  balances. 

510  -  Salaries 

o  Account  No.   511  -  Review  Coordinators 

This  account  includes  the  expense  for  all 
salaried  review  coordinators  working  directly 
for  the  PSRO.     Only  that  portion  of  salary 
paid  by  the  PSRO  is  to  be  included  in  cases 
where  the  personnel  are  shared  for  whatever 
reasons  with  other  organizations .     The  salaries 
of  review  coordinator  supervisors  are  included 
in  this  account. 

o  Account  No.   512  --  Technical 

This  account  includes  the  expense  for  professional 
personnel  working  in  a  technical  support 
capacity  to  the  PSRO,  not  including  review 
coordinators   (e.g.,  accredited  record  tech- 
nician, director  of  information  systems,  health 
data  analyst,  statistician,  etc). 

o  Account  No.   513  -  Managerial 

This  account  includes  the  expense  for  those 
personnel  involved  with  the  overall  management 
of  PSRO  operation.     Examples  include:  execu- 
tive director,  medical  director,  business  mana- 
ger, and  other  general  administrative  profess- 
ional personnel. 

o  Account  No.   514  -  Support 

This  account  includes  the  expense  for  clerical 
personnel  involved  in  office  management,  account- 
ing/bookkeeping, data  activities,  typing,  filing 
and  other  similar  activities. 
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520  -  Employee  Fringe  Benefits 


This  classification  includes  the  expense  of  contri- 
butions made  by  the  PSRO  for  FICA,  retirement  plans,  life 
insurance  and  health  insurance.     It  does  not  include  vacations. 

o  Account  No.   521  -  FICA  -  Employer's  Share 

This  account  will  be  debited,  when  either 
the  employer's  share  of  the  FICA  tax  is  paid 
or  the  accrual  is  made  to  Account  No.  217. 

o  Account  No.  522  -  State  Unemployment  Tax 

o  Account  No.  523  -  Federal  Unemployment  Tax 

o  Account  No.  524  -  Workmen's  Compensation 

o  Account  No.  525  -  Group  Health  and  Life  Insurance 

This  account  is  debited  for  the  employer's 
share  of  health  insurance  premiums . 

o  Account  No.   526  -  Retirement  Program 

This  account  is  debited  for  the  employer's 
contribution  to  the  retirement  plan. 

530  -  Consultants 

RSQB  151  indicates  that  under  this  account  series  the 
cost  of  all  personnel  paid  as  independent  contractors  to 
the  PSRO  on  a  consultant  basis  should  be  reported.  These 
costs  should  be  assigned  to  functions  based  on  activities 
performed  or  the  subject  for  which  consultation  was  given. 

o  Account  No.   531  -  Physician  Advisors 

This  account  includes  the  expense  incurred  by 
the  PSRO  for  physician  advisors  involved  in  the 
performance  of  concurrent  review  in  non-dele- 
gated hospitals,   long-term  or  ambulatory  review, 
including  their  participation  in  the  reconsideration 
process . 
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Account  No,   532  -  Physician  Consultants 


This  account  records  the  expense  incurred  by 
the  PSRO  for  non-salaried  physicians  other 
than  physician  advisors.     Included  are  payments 
to  physicians  for  committee  work  such  as 
criteria  development,  MCE  studies,  and  profile 
analysis  and  other  activities  requiring 
physician  participation. 

o  Account  No.   533  -  Other  Health  Care  Professionals 

Debit  this  account  for  consulting  expense  incurred 
by  the  PSRO  for  non-physician  health  care  profess- 
ionals acting  as  peers  in  the  actual  performance 
of  review  activities  for  the  services  provided  by 
members  of  their  profession.     Other  health  care 
professionals  who  perform  peer  review  may  include 
such  professionals  as  dentists}  psychologists, 
podiatrists,  physical  therapists,  inhalation- 
respiratory  therapists,  nurses,  and  pharmacists. 

o  Account  No.   534  -  Data  Consulting 

This  account  records  the  cost  of  data  consulting 
services.     Data  processing  expense  will  be 
entered  in  Account  No.  541. 

o  Account  No.   535  -  Legal  Services 

Enter  the  expense  for  professional  fees  and 
retainers  for  legal  consulting  services. 

o  Account  No.   536   -  Accounting  Services 

Debit  this  account  for  the  expense  of  outside 
accounting  services  whether  billed  on  a  time 
basis  or  a  fee  basis.     Audit  expense  will  be 
included  in  this  account . 

540  -  Subcontracts 

o  Account  No.   541  -  Data  Processing 

Debit  this  account  with  payments  under  contract 
for  data  processing  services. 
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Account  No.   542  -  Printing   (if  contracted) 


o  Account  No.   543  -  Training  (if  contracted) 

o  Account  No.   544  -  Contract  Labor/  Temporary  Help 

Debit  this  account  for  expenses  incurred  for 
temporary  help  required  during  peak  workload 
periods . 

550  -  Travel 

HSQB  151  indicates  that  travel  expenses  are  to  be 
divided  into  two  components :     Local  (meaning  In-Area)  and 
Out-of-Area  Travel.     These  expenses  should  be  assigned 
to  function  categories  by  reason  for  the  trip. 

o  Account  No.   551  -  In-Area  Travel 

This  account  includes  the  cost  of  local  mileage, 
public  transportation,  and  per  diem  for  travel 
within  the  PSRO  area.     The  following  three 
accounts,   if  applicable,  are  to  be  included 
with  Account  No.   551  when  reporting  Local  Travel 
expenses  on  HSQB  151. 

o  Account  No.  552  -  Vehicle  Lease 

o  Account  No.  553  -  Gas,  Oil  and  Repairs 

o  Account  No.  554  -  Vehicle  Insurance 

o  Account  No.  557  -  Out-of-Area  Travel 

This  account  includes  the  cost  of  public  trans- 
portation, mileage  and  per  diem  for  travel  out- 
side the  PSRO  area. 

560  -  Furniture  &  Equipment 

HSQB  151  indicates  that  under  this  account  series  the 
cost  of  buying,   leasing,  or  renting  chairs,   tables,  book- 
cases,  typewriters,  calculators,  adding  machines,  etc., 
should  be  included. 
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o 


Account  No. 


561 


-  F&E  Purchases 


Debit  account  561-12  for  purchases  of  furniture 
or  equipment  to  be  charged  to  the  HSQB  contract. 
When  purchasing  non-Federal  furniture  or  equip- 
ment,  charge  directly  to  the  asset  account 
(150  series  of  account  numbers) . 

o  Account  No.   562  -  F&E  Rental 

Debit  this  account  for  expenses  incurred  by 
renting  or  leasing  furniture  or  equipment. 

o  Account  No.   563  -  Equipment  Maintenance  &  Repair 

Debit  this  account  for  any  repairs ,  maintenance 
costs,  or  maintenance  contract  charges  relating 
to  equipment  purchased,  rented,  oi  leased. 

o  Account  No.   564  -  F&E  Depreciation 

Debit  this  account  for  depreciation  charges  for 
non-Federal  furniture  and  equipment.     When  re- 
cording depreciation  applicable  to  Federal  review 
activities,  use  contract  function  code  99  which 
charges  the  depreciation  to  Corporate  Overhead 
for  recovery  through  the  indirect  cost  rate. 


570  -  Space 

This  account  series  includes  expenses  associated  with 
office  space,   including  rent,  repairs  and  maintenance, 
utilities  and  insurance,   as  indicated  by  the  following 
account  titles: 

o  Account  No.   571  -  Rent 

o  Account  No.   572  -  Utilities 

o  Account  No.   573  -  Maintenance,  Repairs  and 

""Housekeeping 
o  Account  No.   574  -  Facility  Insurance 
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580-590  -  Other  Expenses 

These  two  account  series  include  other  support  costs 
not  directly  related  to  other  account  series  previously 
described.     Accounts  numbered  581  through  584  are  specific 
cost  items  required  on  HSQB  151. 

o  Account  No.   581  -  Office  Supplies 

o  Account  No.   582  -  Reproduction  and  Printing 

o  Account  No.   583  -  Postage" 

o  Account  No.   584  -  Telephone 

Accounts  numbered  585  through  589  are  examples  of 

other  expenses  which  will  be  combined  as  Other  Support 
Costs  on  HSQB  151: 

o  Account  No.  585  -  Memberships  and  Subscriptions 

o  Account  No.  586  -  Educational  Materials  and  Fees 

o  Account  No.  587  -  Professional  Liability  Insurance 

0  Account  No.  588  -  Other  Insurance  and  Bonding 

o  Account  No.  589  -  Meeting  Expenses 

o  Account  No.   599  -  Indirect  Costs 

The  indirect  cost  account  represents  the  amounts 
applied  monthly  to  the  HCFA/HSQB  contract.  The 
DHEW  contract  indirect  cost  negotiation  will 
establish  the  method  for  determining  the  indirect 
cost  applied  to  the  Federal  programs.  Normally, 
the  indirect  cost  rate  base  is  direct  labor  (or 
salaried  personnel  costs)  and  the  amount  of 
monthly  indirect  cost  reimbursable  is  computed 
based  on  the  actual  monthly  labor  costs.  For 
example,  assume  a  monthly  labor  cost  of  $10,000 
and  a  negotiated  indirect  cost  rate  of  10%;  the 
reimbursable  indirect  cost  amounts  to  $1,000. 
The  normal  month-end  General  Ledger  entry  is : 


Debit 

Account  No.  599-12  $1,000 
Account  No.  599-99 


Credit 


$1,000 


The  indirect  cost  rate  must  be  negotiated  with 
and  approved  by  the  HEVJ  Regional  Comptroller. 
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The  following  entries  illustrate  the  use  and  purpose  of 
Account  No.   599  using  depreciation  of  non-Federal  equipment 
as  an  example: 

(1)  At  the  end  of  the  current  accounting  period, 
to  record  depreciation  expense: 

Dr.   564-99  F&E  Depreciation  (Corporate  Overhead) 

Cr.   152    Allowance  for  Depreciation  (F&E) 

(2)  To  record  indirect  cost  amount  billed  to  HSQB : 

Dr.   599-12  Indirect  Cost   (HSQB  Contract) 

Cr.   599-99  Indirect  Cost   (Corporate  Overhead) 

(3)  Since  the  contract  function  code  99  is  a  subsidiary 
Ledger  code,  all  entries  coded  -99  will  be  posted 
to  one  Subsidiary  Ledger  page  entitled  Corporate 
Overhead .     In  this  example,   the  Ledger  page  would 
show : 


a  Debit  amount  to  564-99  from  (1) 
a  Credit  amount  to  599-99  from  (2) 


The  difference  represents  the  extent  to  which 
indirect  costs   (all  debit  amounts)  were  or 
were  not  covered  by  the  indirect  cost  rate 
(single  credit  amount) .     Any  difference  at  the 
end  of  the  contract  period  should  be  built  into 
the  indirect  cost  rate  proposed  for  the  following 
contract  period  for  recovery  during  that  period. 
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CHAPTER  IV 
THE  GENERAL  LEDGER  FUNCTION 


An  accounting  system  reduced  to  its  most  basic  form 
can  be  visualized  as  consisting  of  two  basic  records: 
the  General  Ledger  and  the  General  Journal.     All  trans- 
actions could  be  recorded  in  the  General  Journal.  At 
month's  or  year's  end,  however,   tedious  accumulation  and 
summarization  procedures  would  have  to  be  employed  to 
correctly  categorize  the  various  elements  of  each  trans- 
action for  posting  to  the  General  Ledger.     In  this  regard, 
the  General  Journal  is  used  to  post  nonrecurring  transactions 
to  the  General  Ledger,  whereas  other  books  of  original  entry 
are  used  as  posting  documents  for  the  General  Ledger. 

1.  ESTABLISHING  AND  POSTING  THE  GENERAL  LEDGER 

The  General  Ledger  is  the  final  point  of  accumulation 
of  financial  information  in  the  accounting  process.  Coupled 
with  the  related  Subsidiary  Ledgers,   the  General  Ledger 
provides  sufficient  information  to  control  the  overall 
accounting  process  and  supply  information  for  financial 
reporting . 

The  General  Ledger  is  composed  of  separate  ledger 
sheets,   each  one  representing  a  control  account  as  listed 
in  the  General  Ledger  Chart  of  Accounts  presented  in  Chapter 
III. 

Activities  involved  in  creating  and  maintaining  the 
General  Ledger  are: 

o  Posting  the  General  Ledger  based  upon  entries 

from  the  General  Journal  and  other  books  of 
original  entry 
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o  Balancing  the  General  Ledger  monthly 

o  Preparing  trial  balances 

o  Preparing  financial  reports 

(1)     Posting  the  General  Ledger 

Postings  to  the  General  Ledger  originate 
from  several  major  sources: 

Document  Posting  References 

General  Journal  GJ 

Cash  Receipts/Accounts 

Receivable  Journal  CR 

Accounts  Payable 

Register  AP 

Payroll  Journal  PJ 

The  format  of  each  General  Ledger  page  will 
include  the  identification  of  the  following 
elements : 

Account  Title  and  Number 

Date  Column 

Description  Column 

Reference  Column 

Debit  Column 

Credit  Column 

Balance  Column 

An  example  of  a  typical  General  Ledger 
expense  sheet  is  shown  in  Figure  IV-1. 


-  53  - 


FIGURE  IV- 1 
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( 2 )  Balancing  the  General  Ledger  Monthly 

At  the  end  of  each  monthly  accounting 
period,  entries  posted  to  the  General  Ledger 
are  summarized  and  netted  for  each  ledger 
sheet  account,   then  summarized  in  total  to 
assure  proper  balancing  of  debits  and  credits. 
Balancing  the  General  Ledger  will  facilitate 
the  next  step  in  the  process,   that  of  preparing 
the  trial  balance.      (See  Chapter  IX). 

( 3 )  Preparing  Trial  Balances  and  Financial 
Reports 

Once  the  General  Ledger  is  balanced,  a 
summary  worksheet  is  prepared  by  account  and 
account  balance.     The  trial  balance  lists 
every  account  in  the  General  Ledger  that  has 
a  balance.     The  trial  balance  may  serve  as 
the  information  source  for  preparing  PSRO 
accounting  statements,   such  as  a  balance 
sheet,   income  statement,  or  other  statements 
required  by  management . 


The  General  Journal  is  a  general  purpose  book  of 
original  entry  for  recording  transactions  not  recorded 
in  other  books  of  original  entry. 

There  are  several  major  categories  of  entries  in 
the  General  Journal : 


2. 


GENERAL  JOURNAL  ACTIVITIES 


Correcting  and  Non-r 
Booked  when  an  error 
the  transaction  is  p 


ecurring  Entries  -- 

is  found  or  when 
erformed,   such  as: 


Mathemati 


cal 


errors 


Distribut 


ion 


mistakes 


Donations 
not  affec 


or 
tin 


other  transactions 
g  cash 
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Adjusting  Entries  --  These  are  recurring  and 
anticipated  entries  each  month  or  at  the  end 
of  each  year,  and  include: 

Revenue  or  expense  accruals  to 
reflect  transactions  in  the 
proper  accounting  period 

Closing  and  reversing  entries 

Figure  IV-2  illustrates  the  General  Journal  format 
Elements  comprising  the  minimum  information  needs  of 
this  Journal  and  recorded  for  each  transaction  are: 

Date 

Account  Number 

Account  Title  and  Description  of  Transaction 

Debit  and  Credit  Amounts 

Each  transaction  posted  to  the  General  Journal 
should  be  consecutively  numbered  within  each  accounting 
(contract)  year. 
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Figure  IV-2 


CHAPTER  V 


INCOME  AND  ACCOUNTS  RECEIVABLE  FUNCTIONS 


Revenues,  by  definition,  are  an  inflow  of  assets, 
resulting  from  PSROs  providing  services  (or  procurements) 
for  clients.     The  inflow  of  assets  is  normally  a  process 

involving : 

1 .  Recognizing  revenues 

2.  Recording  accounts  receivable 

A  third,   subsequent  accounting  activity  discussed  in 
this  chapter  is  the  collection  of  accounts  receivable. 

1.  RECOGNIZING  REVENUES 

There  are  two  major  categories  of  PSRO  revenues, 

as  follows : 

Federal  review  revenues 

HCFA/HSQB  Contract 
Non-Federal  Revenues 

Private  review  contracts 

Other 

The  above  distinctions  are  important  because  recog- 
nition of  revenues  for  Federal  review  activities  under  a 
DHEW  contract  is  a  relatively  simple  accounting  process. 
Generally,  DHEW  contracts  are  cost  reimbursement  agree- 
ments ,  where  revenues  will  always  equal  total  costs .  In 
most  cases,  PSROs  operate  on  a  monthly  cycle  and  submit 
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payment  vouchers  against  the  Letter  of  Credit  to  pay  for 
expenses  incurred  under  Parts  I,  II  and  III  of  the  HCFA 
contract.     The  standard  accounting  entry  would  be: 

Debit  Account  No.   112  -  Deposits  of  Federal  Funds 

Credit  Account  No.   411  -  Contract  Revenue  -  HSQB 

The  accounting  entry  for  recognizing  non-Federal  review 
revenues  would  be  to  debit  the  appropriate  account  receivable 
and  credit  the  revenue  account.     When  the  cash  is  received, 
the  debit  would  be  to  cash  and  the  credit  to  the  account 
receivable . 

2.  RECORDING  ACCOUNTS  RECEIVABLE 

Most  PSROs  will  have  few  entries  for  accounts  receiv- 
able, which  will  normally  be  month-end  entries.     The  entries 
should  be  recorded  directly  in  the  General  Journal  rather 
than  establishing  a  separate  Subsidiary  Journal. 

In  the  event  a  larger  PSRO  has  several  review  con- 
tracts with  numerous  entries  to  accounts  receivable,  a 
special  accounts  receivable  journal  is  recommended.  The 
format  of  an  accounts  receivable  journal  would  include 
several  debit  columns  for  more  active  accounts  receivable 
accounts  and  several  credit  columns  for  the  offsetting 
revenue  accounts. 

PSRO  management  should,  for  good  fiscal  control,  have 
detailed  listings  of  the  outstanding  balances  in  all 
receivable  accounts.     These  lists  should  be  reviewed  to 
assure  that  amounts  outstanding  are  reasonably  current. 
Follow-up  action  should  be  taken  when  collection  delays 
or  problems  exist.     Some  of  the  PSROs  may  prepare  monthly 
accounts  receivable  aging  schedules  to  isolate  problem 
areas . 

Some  PSROs  may  institute  a  separate  set  of  subsidiary 
ledger  cards  for  accounts  receivable  in  order  to  have 
improved  control  amounts  due.     Separate  ledger  cards  would 
be  established  for  each  PSRO  debtor;     a  sample  ledger  card 
is  illustrated  in  Figure  V-l. 
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Figure  V-l 
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3.  CASH  RECEIPTS 


Cash  accounting  includes  both  cash  receipts  and  cash 
disbursements;  the  disbursement  procedures  are  summarized 
in  Chapters  VI  and  VII.  Most  PSROs  will  have  few  entries 
for  cash  receipts;  most  of  the  entries  will  involve  (1) 
receipt  of  contract  reimbursements,  and  (2)  miscellaneous 
receipts.  In  these  instances,  the  PSRO  should  record  the 
entries  in  the  General  Journal,  as  illustrated  below: 

ACCOUNT  NO.  DESCRIPTION 

Debit  111  Cash-in-Bank 

Credit  121  Account  Receivable  -  Agency 

Contract 

Larger  PSROs  having  numerous  cash  receipts  trans- 
actions should  establish  a  separate  subsidiary  Cash  Re- 
ceipts Journal,  rather  than  recording  entries  in  the  General 
Journal.     A  separate  Cash  Receipts  Journal  is  recommended 
because  of  the  improved  internal  control  required  for  significant 
cash  flow  activity.     A  consolidated  cash  receipts  and  accounts 
receivable  subsidiary  journal  may  also  be  used.     (Figure  V-2) . 
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Figure  V-2 


CHAPTER  VI 


THE  PAYROLL  FUNCTION 


The  PSRO  Payroll  Function  contributes  heavily  to 
organizational  and  accounting  complexity  because  physician 
and  staff  personnel  costs  must  be  apportioned  on  a  func- 
tional basis.     There  are  several  processes  involved  in  the 
payroll  function: 

Periodic  preparation  of  payrolls 

Maintenance  of  appropriate  payroll  and 
personnel  records 

Distribution  of  salary  and  wage  costs  to 
expense  accounts  and  contract  function 
categories 

Preparation  of  periodic  reports  internally 
for  management  and  externally  for  DHEW,  IRS, 
etc . 

Since  local  conditions  and  operating  requirements 
dictate  the  details  and  functional  responsibilities  of 
the  payroll  function,  it  is  possible  in  a  description 
of  this  process  to  indicate  only  general  guidelines. 
Most  procedures  discussed  here  are  simply  a  synopsis 
of  employer  requirements  in  the  Employer's  Tax  Guide 
(Circular  E)  published  by  the  Internal  Revenue  Service. 
Copies  of  this  Guide  should  be  obtained  at  either  IRS 
regional  or  local  offices,  since  it  contains  copies  of  payroll 
tax  returns  and  related  forms  and  instructions  concerning 
income  tax  withholdings,  FICA  tax  withholdings,  and 
employer's  FICA  tax. 

1.       PERIODIC  PREPARATION  OF  PAYROLLS 

In  most  organizations,  payrolls  will  be  prepared 
biweekly  or  semi-monthly.     Complete  and  accurate  prep- 
aration of  the  employee's  Time  Sheet    (see  Figures  VI-1  or 
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VI-2)   is  essential  to  the  payroll  function,   and  care  should 
be  exercised  to  ensure  the  completeness  and  accuracy 
of  its  preparation.     Non-prof essionals  in  HEW  contractor 
organizations  are  required  to  maintain  time  and  attendance 
records,  and  payroll  distribution  records  must  be  main- 
tained for  all  professionals  and  non-professionals.  A 
professional  can  be  defined  as  a  person  performing  a  job 
which  requires  specialized  knowledge  and  academic  prep- 
aration . 

An  important  purpose  of  the  employee's  Time  Sheet 
is  to  display  productive  time  by  function.     The  employee 
should  prepare  the  Time  Sheet  as  follows : 

Record  name  of  employee  and  period 

Write  number  of  hours  worked  each 
day  beside  the  corresponding  program 

Each  time  Sheet  is  to  be  signed  by  the 
employee  and  approved  by  his/her  supervisor 

The  accounting  personnel  will,  at  the  end  of  each 
period,   total  all  hours  by  day  and  by  function.  The 
payroll  process  also  entails  maintaining  a  detailed 
earnings  record,  or  pay  card,  for  each  employee  and 
payroll  change  slips,  as  illustrated  in  Figures  VI-3 
and  VI-4.     Vacation  (annual)  and  sick  leave  records  should 
also  be  maintained  for  each  employee.     An  example  of  such 
a  record  is  illustrated  in  Figure  VI-5. 

The  earnings,  all  deductions,  and  net  pay  for  each 

employee,  as  shown  in  the  Payroll  Journal,  are  recorded 

on  his  pay  card  each  pay  period.     The  card  furnishes  the 
information  needed  for: 

Preparing  the  payroll  for  persons 
not  having  a  change  in  payroll 
status  during  the  period 

Preparing,   together  with  the  payroll 
change  slips,   the  payroll  for  persons 
having  a  change  in  payroll  status 
during  the  period 

Reporting  income  tax  withheld,  also 
taxable  wages  and  withholdings  under 
the  Federal  Insurance  Contributions 
Act   (FICA)  for  each  employee  during 
the  period  (FORM  941) 
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Figure  VI-1 
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Figure  VI-2 


SEMI-MONTHLY  TIME  SHEET 
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Figure  VI-3 


Figure  VI-4 


PERSONNEL  CHANGE 


N<jme   Soc.  Sec.  No. 

Address    Position 

  Cost  Center 

Phone  No.  Location 


ADD  TO  PAYROLL 


Salary:  $ 


EFFECTIVE  DATE   

Per  Hour  $  Per  Month  $ 


Per  Year 


Permanent 


Exempt 


Temporary 


Fu I  I  Tim? 


Part  Time 


Non-Exempt 


TRANSFER 
.  OR 

PROMOTION 


Position 
Cost  Center 
Location 


From 


To 


SALARY  CHANGE 


From  $ 


Merit 


 To  S_ 

Promotion 


Per 


Other  (Explain  in  Comments) 


LEAVE  OF 
ABSENCE 


From 
Reason 


To 


DROP  FROM 
PAYROLL 


Complete  EXIT  INTERVIEW  Form 


COMMENTS:    Please  include  any  additional   information  which  will  be  helpful  in  processing 
this  personnel  change,  i.e.,  new  employee  replacing  another  employee  for 
reasons  of  transfer,  promotion,  or  termination;  "Other"  reason  for  salary 
change;  amount  of  vacation"  accrual  due  terminating  employee,  etc. 


Recommended  8y   Date 

Approved  By    Date 
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Figure  VI-4 


PERSONNEL  CHANGE 


Namo  Jane  Smith  Soc.  Sec.  No.  555-77-8996 


Address         123  Main  Street   Position  Review  Coordinator 

Any  town,  USA                                   Cost  Center       Concurrent  Review 
Phone  No.      800  655-1212  Location  Headquarters  


EFFECTIVE  DATE     January  1,  1977 


ADD  TO  PAYROLL         Salary:    S  Per  Hour  S  Per  Month  S  Per  Year 


Permanent   Temporary   Ful  I  Time   Part  Time 


Exempt   Non-Exempt 


From  To 

Position     

Cost  Center     

Location 


From  S      12,000  To  S      12,480  Per  year  

XX   He r i t   Promotion   Other  (Explain  in  Comments) 
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OR 

PROMOTION 


XX    SALARY  CHANGE 


LEAVt  OF 
ABSENCE 


DROP  FROM  Complete  EXIT  INTERVIEW  Form 

PAYROLL 


COMMENTS:    Please  include  any  additional   information  which  will  be  helpful   in  processing 
this  personnel  change,  i.e.,  new  employee  replacing  another  employee  for 
reasons  of  transfer,  promotion,  or  termination;  "Other"  reason  for  salary 
change;  amount  of  vacation  accrual  due  terminating  employee,  etc. 
Hired  August  15,  1976;  exceptional  performance  during  first 
4  months  of  employment;  recommend  for  review  again  on  July  i,       1 1 ■ 


Recommended  By , 
Approved  By 


Date  December  15,  1976 
Date     December  30,  1976 
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Figure  VI- 
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Preparing  the  Statement  of  Earnings 
and  Taxes  Withheld,  Form  W-2 

Preparing  the  Federal  Unemployment 
Tax  Reports 

Preparing  the  State  Unemployment  Tax 
Reports 

Preparing  the  State  Income  Tax  With- 
held Reports,  where  appropriate 

The  columns  on  each  pay  card  should  be  totaled 
every  quarter  and  the  amounts  recorded  in  the  space 
provided.     Space  is  provided  for  calendar  year-to- 
date  totals.     The  totals  of  the  columns  should  be 
crossfooted  as  a  check  on  the  correctness  of  the 
amounts  recorded  and  the  column  totals.     The  aggre- 
gate of  the  columnar  totals  of  the  pay  cards  should 
be  reconciled  to  the  following  General  Ledger  con- 
trol accounts  each  quarter: 

Federal  income  taxes  withheld 

Federal  Insurance  Contributions  Act 
tax  withheld 

State  income  tax  withheld 

2.       MAINTENANCE  OF  APPROPRIATE  PAYROLL  RECORDS  AND 
CONTROLS 

The  Payroll  Journal,   illustrated  in  Figure  VI-6. 
is  the  major  accounting  record  of  earnings  of  all  em- 
ployees  (including  net  salaries  and  deductions) ,  and 
the  allocation  and  distribution  of  these  amounts  to 
the  expense  accounts.     The  employee's  Time  Sheet  is  a 
source  document  for  preparing  the  payroll. 

The  specific  Payroll  Journal  procedures  are  to: 

Enter  the  last  date  of  the  pay  period  in 
the  date  column  for  each  employee. 
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Enter  the  employee's  name  and  the 
check  number  for  each  pay  check. 

Enter  the  gross  salary  in  the  Gross 
Pay  Column 

Distribute  the  payroll  taxes  for  each 
employee  under  the  appropriately  marked 
column,   then  show  net  due  employee 

Distribute  the  gross  salary  to  the 
functions  on  which  the  employee  worked. 
Review  the  Time  Sheet  to  make  this 
allocation 

Upon  completing  the  entries  for  the 
period,  foot  and  crossfoot  all  columns 

Post  payroll  expense  columns  to  the 
General  Ledger  and  Subsidiary  Ledger 
accounts 

3.       PAYROLL  REPORTS 

Periodic  reports  based  on  payroll  records  of  earnings 
and  withholdings  must  be  made  to  taxing  authorities  and 
others  to  whom  payment  of  withholdings  are  made.  Only 
Federal  reports  are  uniform  throughout  the  fifty  states . 
Reports  to  the  State  tax  agencies  and  other  agencies  for 
whom  withholdings  are  made  will  vary  with  the  state  and 
agency  involved.     The  employer's  Tax  Guide,  Circular  E, 
should  be  consulted  in  connection  with  the  tax  reports 
discussed  under  this  section.     Several  more  standardized 
report  procedures  and  requirements  include: 

Withholdings  from  employee's  earnings 

Periodic  deposit  of  taxes 

Employer's  Quarterly  Federal  Return 
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Figure  VI -6 
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4.       WITHHOLDINGS  FROM  EMPLOYEE  EARNINGS 


A  variety  of  withholdings  from  the  earnings  of  em- 
ployees are  required  by  law  with  written  authorization 
of  the  employee.     Three  of  the  major  withholding  cate- 
gories are: 

The  Employee's  Withholding  Exemption 
Certificate,  Form  W-4,  available  from 
the  local  Internal  Revenue  Service 
office.     The  amount  of  Federal  income 
tax  periodic  payroll  withholding  is 
determined  by  using  the  instructions 
and  tables  in  the  Employer's  Tax  Guide, 
Circular  E 

Federal  Insurance  Contribution  Act  (FICA) 

tax 

The  State  income  tax  withholding  authoriza- 
tion forms,  withholding  rates,  and  instruc- 
tions available  from  the  State  tax  agency 

A  Statement  of  Earnings  and  Taxes  Withheld,  Form  W-2, 
must  be  issued  to  employees  annually,  no  later  than 
January  31.     The  Employer's  Tax  Guide  presents  detailed 
instructions  on  the  preparation  and  proper  disposition 
of  the  form. 

5 .  PERIODIC  DEPOSIT  OF  TAXES 

Funds  withheld  from  an  employee's  earnings  and  the 
employer's  FICA  and  unemployment  taxes  must  be  deposited 
with  an  authorized  depositary  of  the  United  States 
Treasury.     The  various  agencies  provide  both  instructions 
and  forms  to  be  used  in  making  reports  and  periodic  pay- 
ments . 

6 .  EMPLOYER'S  QUARTERLY  FEDERAL  RETURN 

An  Employer's  Quarterly  Federal  Tax  Return  (Form  941), 
together  with  any  tax  due,  must  be  submitted  to  the  Inter- 
nal Revenue  Service  within  30  days  after  the  close  of  each 


-  76  - 


calendar  quarter  and  by  January  31  for  the  fourth  quarter. 
The  Employer's  Tax  Guide,  Circular  E.  has  complete  instruc- 
tions for  the  preparation  and  submission  of  the  form. 
Form  940,  Federal  Unemployment  Tax  Return,   is  due  each 
January  31  for  the  preceding  year. 

7.       PAYROLL  ACCOUNTING  --  CASE  STUDY 

The  payroll  processing  for  a  "typical"  PSRO  employee 
is  illustrated  here  in  a  case  study.     There  are  four  basic 
steps  in  the  payroll  accounting  process: 

Step  1  -  Employee  Time  Sheet  completion 

Step  2  -  Calculation  of  gross  pay  and  deductions 
(cumulative  earnings  record) 

Step  3  -  Preparation  of  pay  check  and  Payroll 
Journal 

Step  4  -  Distribution  of  personnel  expense  by 
function 

Employee  Time  Sheet  Completion  -  Step  1 

Data  --     The  sample  time  sheet  is  for  My  favorite 
PSRO  employee,  Jane  Smith,   for  the  first 
half  of  the  month  of  January,   1977.  This 
employee  is  a  review  coordinator  who  is 
primarily  assigned  to  non-delegated  hospital 
concurrent  review  although,  as  necessary, 
does  participate  in  medical  care  evaluation 
studies.    (Figure  VI-7) . 

Calculation  of  Gross  Pay  and  Deduction  (Cumulative 
Earnings  Record)   -  Step  2 

Based  on  the  hours  reported  on  the  Time  Sheet ,  the 
payroll  gross  pay  and  deductions  are  determined  for 
the  payroll  period.     Note  that  payroll  records  are 
always  cumulative  on  a  calendar  year  basis . (Figure  VI-8) . 

Preparation  of  Pay  Check  and  Payroll  Journal  -  Step  3 

The  information  calculated  for  the  employee  cumula- 
tive earnings  is  transferred  for  each  employee  to 
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the  stub  of  the  pay  check  and  then  entered  in  the 
Payroll  Journal.     If  a  "one-write"  payroll  system 
is  used,   the  check,   individual  earnings  record  and 
Journal  are  prepared  simultaneously.     (Figure  VI-9) . 

Distribution  of  Personnel  Expense  by  Function  -  Step  4 

The  salary  expense  should  be  distributed  by  function 
according  to  the  proportion  of  the  total  reported 
on  the  Time  Sheet.     Non-productive  paid  time  (sick 
leave,  annual  leave,  holidays)  should  be  charged  to 
the  function  where  the  employee  is  primarily  assigned 
(in  this  case,  Hospital  Review). 

Distributions  can  be  recorded  in  worksheet  format 
and  recapitulated  monthly  or  quarterly  (to  show 
type  of  persons  charged  to  each  function)  or  can 
be  maintained  in  subsidiary  ledgers  for  each  major 
expense  code  (review  coordinator,  management, 
support  and  technical. 
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Figure  VI-7 
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Figure  VI-8 
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Figure  VI-9 
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CHAPTER  VII 
THE  PURCHASING  AND  DISBURSEMENTS  FUNCTIONS 


Probably  the  most  recurring  activity  upon  which  the 
accounting  system  will  impact  is  the  acquisition  of  supplie 
and  equipment.     Transactions  occur  every  day  in  this  area, 
and  adequate  procedures  should  be  established  so  that  each 
step  follows  smoothly  and  in  proper  order  from  the  initia- 
tion of  the  request  for  an  item  all  the  way  through  its 
being  put  into  place  and  being  paid  for.     The  three  major 
functions  are  purchasing ,  receiving  and  disbursing .  Since 
most  PSROs  are  not  sufficiently  large  to  justify  separation 
of  all  three  functions,   this  discussion  will  combine  the 
purchasing  and  receiving  functions,  and  then  discuss  the 
disbursements  function. 

Purchasing  and  Receiving 

One  individual  or  position  in  the  PSRO  should  be 
designated  as  having  sole  and  complete  responsibility  for 
the  acquisition  of  all  supplies  and  equipment.     This  would 
include  ordering,  receipt,  verification  and  request  for 
payment.     Ideally,   these  functions  would  be  separated  but 
can  not  be  in  small  organizations.     This  person  would  also 
be  responsible  for  maintaining  any  inventory  and/or  equip- 
ment records. 

The  procedures  for  this  purchasing  and  receiving 
function  are  detailed  in  Figure  VII-1.  The  steps  are 
as  follows : 

1.  The  purchasing  clerk  receives  either  a  verbal 
or  written  request  for  a  needed  item. 

2.  The  clerk  compares  the  request  to  the  budget, 
verifying  that  the  item(s)  is  approved. 

3.  The  clerk  obtains  prices  from  vendors  to 
ensure  that  the  amount  in  the  budget  for  the 
item(s)  is  sufficient  to  pay  for  it. 

4.  A  4-copy  purchase  order,  numerically  sequenced, 
is  prepared  (Figure  VII-2) .     The  copies  are  to 
be  distributed  to: 

i)  The  vendor 

ii)  The  accounting  department ,  for  filing 
alphabetically  by  vendor 

iii)  The  receiving  department   (probably  the 
same  person) ,  for  filing  alphabetically 
by  vendor 

iv)  The  purchasing  clerk,   filing  this  copy 
by  purchase  order  numerical  sequence 
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Figure  VII-1 

1 
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Figure  VII-2 


m 
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VII  -  3 
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5.  The  completed  purchase  order  is  submitted  for 
approval  (executive  director  or  designee) 

6 .  Upon  receiving  all  the  proper  approvals ,  the 
purchase  order  is  burst  and  copies  distributed 
as  detailed  above. 

7.  When  the  ordered  item(s)   is  received,   the  shipping 
copy  is  matched  to  the  purchase  order  receiving 
copy.     If  everything  matches,   the  clerk  notes 
same  on  receiving  copy  and  forwards  it  to  the 
accounting  department.     Shipping  advice  or  bill 

of  lading  is  filed  in  receiving  department.  If 
there  is  a  discrepancy  in  the  purchase  order  and 
the  receipt  of  goods,   this  should  be  noted  on  the 
purchase  order,   a  photostat  made  for  the  accounting 
department,   and  the  purchase  order  refiled  to  await 
receipt  of  the  balance  of  the  order. 

8.  Invoices  are  received  by  the  accounting  department, 
which  matches  them  against  purchase  orders  and 
receiving  advices  to  determine  that  all  is  in 
order  for  processing  for  payment. 

The  process  is  very  straightforward,  and  also  includes  two 
additional  steps  to  add  control  features. 

o        All  vendors  of  the  PSRO  should  be  approved 
as  such  by  the  executive  director  or  his 
designee.     Approved  vendors  only  will  be  used 
for  the  purchase  of  goods  and  services . 
Exceptions  will  require  approval  prior  to  the 
initiation  of  a  purchase  order.     All  approved 
vendors  should  be  notified  that  no  invoices 
will  be  honored  without  a  purchase  order  number. 

A  Purchase  Order  Log  should  be  maintained 
(Figure  VII-3) .     This  provides  a  ready  recapitula- 
tion of  the  purchase  orders  issued,  by  number, 
by  vendor  and  by  amount,   for  historical  comparative 
cost  studies,   to  determine  outstanding  commit- 
ments for  budgeting  purposes  and  to  accrue  expendi- 
tures properly  at  the  close  of  an  accounting 
period.     This  log  should  be  maintained  by  the 
accounting  department. 
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There  are  three  basic  steps  which  all  disbursement 
transactions  must  go  through: 

Invoice  verification  and  voucher  preparation 

Preparation  of  checks  and  recording  cash  dis- 
bursements 

Maintenance  of  the  Subsidiary  Expense  Ledger 
and  Journals 

Each  of  these  disbursement  functions  will  be  discussed  in 
subsequent  sections  of  this  chapter.     An  illustration  of 
the  overall  Disbursement  Function  is  shown  in  Figure  VII-4. 

1.       INVOICE  VERIFICATION  AND  VOUCHER  PREPARATION 

Two  distinct  procedures  can  be  followed  by  PSROs  to 
process  vendor  bills  for  payment.     As  bills  are  received, 
they  can  be  verified  by  the  bookkeeper,  generally,  and 
filed  alphabetically  by  vendor  once  a  check  has  been  pre- 
pared and  disbursed.     Smaller  PSROs  may  adapt  this  method 
to  their  own  particular  operations.     As  PSRO  operations  be- 
come increasingly  complex,  a  more  sophisticated  system 
of  control  over  all  expenditures  is  necessary.     One  effective 
method  is  the  voucher  system. 

The  voucher  system  will  sometimes  require  that  every 
liability  be  recorded  in  the  Accounts  Payable  Journal 
prior  to  payment.     This  system,  when  properly  maintained, 
assures : 

Goods  and  services  have  been  received  prior 
to  payment,   checked  against  invoices,  and 
duly  authorized  for  payment 

Purchase  discounts  are  exercised 

Transactions  are  easily  auditable  due  to 
commonality  of  methods  for  processing  all 
cash  disbursements. 
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Figure  VII-4 
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(1)     Voucher  Preparation 


The  voucher,  presented  in  Figure  VII-5,   is  pre- 
pared for  every  expenditure ,     The  voucher  is  then 
attached  to  each  incoming  invoice  with  the  appropriate 
support  documentation  for  processing. 

The  essential  elements  appearing  on  each  voucher 

are : 

Voucher  Number        A  consecutive  voucher 
is  assigned  to  every  incoming  invoice. 
If  two  invoices  are  received  from  the 
same  vendor,  one  voucher  may  be  assigned 
to  both  invoices 

Name  and  address  of  creditor 

General  Ledger  account  distribution, 
including  amount  and  terms  of  payment. 

Approvals  needed  from  both  employees  per- 
forming the  verification  and  managers  re- 
viewing the  voucher 

Check  number  and  date 

(2)     Invoice  Verification  and  Processing 

The  following  steps  should  be  performed  upon 
receipt  of  an  invoice: 

Employee  prepares  a  voucher  in  duplicate, 
recording  the  following  information: 

Invoice  date,  number  and  amount 

Creditor's  name  and  address 

Supporting  documents  are  pulled  (receiving 
report  and  purchase  order)  and  attached 
to  the  invoice  and  voucher.     The  original 
voucher,  with  supporting  documents,   is  now 
ready  for  audit.     The  duplicate  vouchers  are 
filed  by  voucher  number  for  numerical  control. 
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Figure  VII-5 


PSRO  VOUCHER  FORM 


CASH 
DISBURSEMENTS 
FUNCTION 


VOUCHER  DUPLICATE 


PAY  TO: 


VOUCHER  NUMBER:  fPreprinted) 


DATE: 


ACCOUNT  DISTRIBUTION 


AMOUNT 


DISCOUNT 
NET  AMOUNT 


APPROVAL 

EXTENSIONS  AND  FOOTINGS 
PRICE  AGREES  WITH  PURCHASE  ORDER 
QUANTITIES  AGREE  WITH  RECEIVING 
ACCOUNT  DISTRIBUTION  CHECKED 


NAME 


DATE 


APPROVED  FOR  PAYMENT: 


CHECK  NUMBER:   CHECK  DATE 
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An  employee  verifies  the  invoice  data 
against  the  purchase  order  copy  and 
receiving  report; 

Invoices  are  checked  for  mathemat- 
ical accuracy 

Prices  are  compared  to  a  purchase 
order  or  a  standard  price  list 

Quantities  billed  are  checked  against 
receiving  reports 

Vendor  and  type  of  purchase  are  traced 
to  an  authorized  vendor  listing 

A  mathematical  check  is  performed  for  all 
invoices .     Price  checking  will  differ  from 
invoice  to  invoice. 

Upon  completion  of  these  steps,  the  indivi- 
dual signs  the  voucher  evidencing  performance 
of  the  required  processes.     Vouchers  can 
now  be  reviewed  and  approved  by  the  controller. 

The  verified  and  approved  vouchers  are  forwarded  to 
the  employee  in  charge  of  check  preparation  and 
cash  disbursements . 

2 .       PREPARING  CHECKS  AND  RECORDING  CASH  DISBURSEMENTS 

Subsequent  to  the  performance  and  completion  of  the 
activities  involved  in  approving  bills  for  payment,  all 
documents   (including  the  invoice,  voucher,  purchase  order, 
etc.)  are  forwarded  for  processing  and  payment  through 
the  cash  disbursement  function. 

The  major  steps  in  the  disbursement  process  include: 

Preparing  checks  from  the  voucher  and  recording 
the  disbursement  in  the  Cash  Disbursements 
Journal 

Annotating  vouchers  with  check  date,  number, 
and  amount  and  forwarding  for  authorization, 
and  signature 
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Examining  the  documents  for  authorization 

by  the  designated  administrator  or  controller 

and  signing  the  checks  and  supporting  vouchers 

Releasing  the  checks  for  mailing,  cancelling 
the  vouchers  (with  a  "Paid"  stamp  or  other 
permanent  cancelling  device) ,  and  filing  the 
vouchers  in  the  vendor's  paid  files 

To  maintain  the  Cash  Disbursements  Journal,  the 
following  steps  should  be  followed: 

Complete  the  columnar  headings  on  the 
Cash  Disbursements  Journal 

Record  amount  in  the  Cash  Disbursements  Journal, 
simultaneously  creating  the  check 

In  the  appropriate  columns,  write  the  amount (s) 
and  account  number (s)  to  be  distributed 

Total  columns,  foot,  and  crossfoot  the  Cash 
Disbursements  Journal 

All  cash  disbursements  are  recorded  in  the  Cash  Dis- 
bursements Journal  to  create  a  chronological  record  of 
each  check  issued.     Each  entry  is  serially  numbered  and 
dated  to  facilitate  the  investigation  of  details  concerning 
cash  transactions. 

At  month's  end,   the  column  totals  of  the  Cash  Disburse- 
ments Journal  are  posted  to  the  General  Ledger.     The  posting 
symbol  CD  is  placed  in  the  reference  column  of  the  General 
Ledger  sheet  to  indicate  the  source  of  entry. 

In  some  larger  PSROs  which  employ  a  full  accrual 
accounting  system,   the  voucher  is  posted  in  the  Accounts 
Payable  Journal  at  the  time  of  preparation,  and  this  is 
then  posted  to  the  General  Ledger.     The  offsetting  entries 
are  made  from  postings  from  the  Cash  Disbursements  Journal. 
Since  almost  all  PSROs  utilize  a  modified  accrual  accounting 
system,   this  step  is  not  illustrated  in  the  PSRO-FMAS. 


-  94  - 


3.'      MINIMAL  ACCOUNTING  SYSTEM  REQUIREMENTS 


Small  PSROs  may  not  require  the  normal  double -entry 
accounting  system  to  meet  normal  good  financial  management 
standards.     For  example,  a  small  PSRO  with  only  several 
employees  working  with  only  a  few  fully  delegated  hospitals 
may  require  only  a  simplified  Cash  Disbursements  Journal 
for  monitoring  and  reporting  purposes.     A  properly  completed 
Cash  Disbursements  Journal  and  a  monthly  reconciliation  of 
the  PSRO  cash  account  may  be  the  only  routine  processes 
required . 

An  illustration  of  a  simplified  Cash  Disbursements 
Journal  is  illustrated  in  Figure  VII-6. 

4.       REIMBURSEMENT  REQUESTS 

A  request  for  reimbursement  of  an  employee's  travel 
or  of  a  consultant's  time  and  travel  should  be  generated 
on  a  proper  form  and  authorized  for  payment  in  the  same 
process  as  vendor  invoices.     Sample  Travel  Vouchers (Figures 
VII-7  and  8)and  Physician  Time  Voucher  (Figure  VII-9)  are 
presented  as  examples  of  these  necessary  forms. 

Each  reimbursement  made  to  a  physician  or  consultant 
should  be  recorded  in  a  log  or  memo  journal  established 
for  each  individual,  accumulated  by  calendar  year.  This 
log  will  provide  the  record  with  which  to  prepare  the 
IRS  Form  1099  for  fees  paid  to  consultants.     It  should 
also  contain  each  consultant's  address  and  Social  Security 
number . 
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Figure  VII-6 
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Figure  VII-6 
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Figure  VII-7 
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Figure  VII-8 


OUT  OF  AREA  TRAVEL  REIMBURSEMENT  REQUEST 


NAME:  POSITION: 


ADDRESS:  PURPOSE: 


Departure 


Points  of  Travel 


Arrival 


Date 


Time 


From 


To 


Date 


Time 


Days  Per  Diem  at  ______  Per  Day 

Expenses  (A  tach  Receipts  as  Required) 


Plane/Rail  Fare   

Auto  Rental  • 

Personal  Auto  .  C 


Miles  at 


^er  Mile) 


Hotel 


Meals   

Taxi,  Bus,  etc.  .  . 
Parking,  Tolls,  etc. 

Tips  

Other  (Specify) 


Total  Expenses 


I  certify  that  the  above  charges 
are  true,  correct  and  complete  to 
the  best  of  my  knowledge. 


kSfifi  i  A<ilYarWe 


Total  Due  Employee  / /    Co.   / /  $ 


Employee : 


Approved : 


Date: 


Approved : 


Date  Paid: 


Check  Number: 


Amount : 
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Figure  VII-9 


PHYSICIAN  TIMESHEET 

Physician  Name   Address  

Hospital   (if  Physician  Advisor)   

  Zip  Code 

Phone(  )  


DATE 

PHYSICIAN  ADVISOR 

MEETINGS 

COMMITTEE  DUTIES 

AMOUNT  TO  BE 

PAID  a 
$  RATE 

PATIENT  REVIEW 
TIME 

T  T  MC 

PURPOSE/ 
EXPLANATION 

T  T  MC 

i 

i 
1 

1 
1 

Signature 
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CHAPTER  VIII 
ESTABLISHING  AND  MAINTAINING  THE  GENERAL  LEDGER 


The  expense  ledger  maintained  by  an  organization  pro- 
vides the  basic  cost  accounting  information  for  internal 
and  external  reporting.     If  developed  around  the  financial 
reports  and  properly  ordered,   the  expense  ledger  will  save 
hours  of  time  each  month  when  preparing  output  reports. 

The  specific  ledger  records  may  be  different  for  each 
PSRO,  as  internal  management  statements  and  external  re- 
porting requirements  vary  from  one  organization  to  another. 
The  subsidiary  ledger  records  recommended  in  this  chapter 
are  specifically  designated  for,  and  limited  to,  the 
following  external  reports : 

Recipient  Report  of  Expenditures  -  DFAFS  Report 
27 

Contract  Financial  Report  -  required  by  DHEW 
(HEW  -  515) 

HSQB  -  151  Quarterly  PSRO  Functional  Expenditure 
Report 

The  above  reports  are  discussed  in  greater  detail  in  Chapter 
X. 

The  subsidiary  ledger  records  are  specifically  tailored 
to  the  Chart  of  Accounts  presented  in  Chapter  III.  The 
proposed  records  are  designed  to  meet  all  DHEW  requirements 
with  a  minimum  of  PSRO  bookkeeping  effort.  Standard 
accounting  worksheet  paper  may  be  used  for  the  forms  recommended 
for  the  subsidiary  ledger. 

The  essential  steps  for  General  Ledger  accounting  are: 

Establishment  of  the  ledger  records  by 
function  control 
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Post  the  ledger 
Consolidation  of  cost 
Preparation  of  DFAFS  27 

Preparation  of  HSQB  -  151  Quarterly  PSRO 
Functional  Expenditure  Report 

1.       FUNCTIONAL  CONTROL  OF  EXPENSES 

Most  PSROs  control  expenses  by  "natural  class"  (wages, 
travel,   supplies,  etc.)  for  internal  management  purposes 
and  prefer  to  maintain  the  General  Ledger  in  this  fashion. 
However,  HSQB-151  Quarterly  PSRO  Functional  Expenditure  Re- 
port requires  that  "functional"  control   (Program  Management, 
Hospital  MCE,  Areawide  Hospital  Review)  also  be  maintained. 
There  are  two  alternate  methods  for  maintaining  this  control 

In  worksheet  format  as  an  extension  of 
the  Cash  Disbursements  Journal 

In  subsidiary  ledgers  to  the  General 
Ledger  expense  accounts 

The  exact  format  of  the  General  Ledger  will  vary  for 
each  PSRO  according  to  the  internal  needs  and  the  idio- 
syncrasies of  the  accountant.     However,  according  to  the 
Chart  of  Accounts  in  Chapter  III  of  this  manual  the  con- 
trol account  would  be  the  natural  class  and  the  subsidiary 
accounts  would  be  for  the  functions.     This  approach  is 
suggested  because: 

1)  Most  PSROs  control  expense  by 
natural  class ; 

2)  The  frequency  of  reports  dictates  the 
most  expedient  accounting  methodology. 

Specifically,   the  accounting  records  readily  provide 
data  for: 

DFAFS  Quarterly  Report 

Contract  Financial  Report   (HEW-515) -submitted 
monthly 

Quarterly  PSRO  Functional  Expenditure  Report 
(HSQB-151) 
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The  maintenance  of  subsidiary  ledgers  is  straight- 
forward and  comes  directly  from  the  Cash  Disbursements 
Journal.     Figure  VIII-1  is  self-explanatory  in  showing 
the  recapitulation  of  the  Disbursements  Journal  and  the 
posting  to  the  General  Ledger  and  subsidiary  ledgers . 
The  functions  are: 

11  -  Program  Management 

12  -  Program  Support 

13  -  Long-Term  Care  Review 

14  -  Ambulatory  Care  Review 

15  -  Concurrent  Care  Review 

16  -  Hospital  MCE  Studies 

17  -  Areawide  Hospital  Review 

Additional  subsidiary  accounts  can  be  added  for  multiple 
funding  sources  and  for  other  cost  functions,  as  necessary. 

2.       POSTING  THE  LEDGER 

Posting  is  the  accounting  process  of  making  accounting 
entries  from  the  source  of  original  entry  to  the  subsidiary 
ledgers.     For  most  PSROs ,   the  source  of  original  entries 
will  include: 

General  Journal 

Cash  Disbursements  Journal 

Payroll  Journal 


The  general  rule  for  posting  Federal  review  activity 
is  that  all  accounting  transactions  entered  in  the  General 
Ledger  500  series  of  accounts  must  also  be  posted  to  the 
subsidiary  ledgers,  using  the  appropriate  functional  ex- 
pense codes. 

References  should  be  used  to  assure  that  entries  are 
properly  posted  to  both  ledgers.     For  most  PSROs,  all  postings 
to  both  ledgers  must  be  complete  for  each  month  in  order 
to  balance  and  reconcile. 


The  General  Ledger  trial  balance  function  is  discussed 
under  the  following  chapter.     The  trial  balance  of  the 
General  Ledger  should  be  completed  before  the  subsidiary 
ledgers  are  balanced  and  reconciled  because  the  trial  bal- 
ance process  reduces  the  possibility  of  arithmetic  errors. 
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Figure  VIII-1 


) 
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After  all  entries  are  posted  to  both  the  General  and 
subsidiary  ledgers,   the  balances  of  both  ledgers  must  be 
determined  and  the  monthly  totals  of  each  General  Ledger 
account  must  agree  with  the  subsidiary  ledger  totals  main- 
tained for  that  account.     This  reconciliation  should  be 
completed  monthly. 

The  ledgers,   thus  maintained,  will  readily  provide 
the  figures  for  insertion  on  all  the  required  reports  . 

3 .  CONSOLIDATION  OF  COSTS 

Figure  VIII-2,  Monthly  Cost  Summary,   illustrates  a 
special  monthly  consolidation  of  subsidiary  ledger  costs. 
The  worksheet  is  a  relatively  simple  additional  task  re- 
quiring only  a  few  minutes  of  effort  after  the  subsidiary 
ledger  balances  have  been  reconciled  to  the  General  Ledger 
accounts  and  serves  as  the  basis  for  the  monthly  or  quarterly 
Contract  Financial  Report  -  form  HEW  515   (Figure  XI-5)  and 
various  internal  management  reports . 

4.  PREPARATION  OF  HSQB-151  QUARTERLY  PSRO  FUNCTIONAL 
EXPENDITURE  REPORT 

This  reporting  requirement  applies  to  all  costs   (Parts  I, 
II  and  III  -  functions  11  through  17)  and  is  illustrated  in 
Chapter  XI.     The  subsidiary  ledgers  show  the  monthly  sub- 
totals for  each  component,  as  discussed  above.     At  the  end  of 
the  quarter,   the  sub-totals  for  each  of  the  prior  three 
months  should  be  added  on  a  separate  line  of  the  subsidiary 
ledgers,   and,  once  the  ledgers  are  balanced  and  crossfooted 
for  each  function,   the  quarterly  totals  may  be  transferred 
directly  to  the  HSQB-151  reports. 

5 .  PREPARATION  OF  DFAFS  27  -  RECIPIENT  REPORT  OF  EXPENDITURES 

Conditional  PSROs  using  a  Letter  of  Credit  for  funding 
will  be  required  to  meet  DFAFS  reporting  requirements  by  pre- 
paring a  brief  quarterly  report  -  DFAFS  27  -  indicating  in 
aggregate  cumulative  totals  all  cash  withdrawls ,  disbursements 
and  remaining  unspent  funds .     The  Letter  of  Credit  will  be 
withdrawn  if  this  report  is  not  submitted  by  the  15th  day  of 
the  month  following  the  end  of  each  calendar  quarter. 

Note  that  on  page  1  of  DFAFS  27   (Figure  VIII-3)   is  a 
reference  to  "Part  I  -  Open  Awards."    This  refers  to  Open 
Awards  only,  not  to  Part  I  of  the  PSRO  budget.  Likewise,  Part 
II  of  DFAFS  27  refers  to  Closed  Awards,  not  to  Part  II  of  the 
budget.     Accounting  for  Part  I  (appropriated  funds)   is  done 
by  the  DFAFS  Document  Number  with  the  "A"  suffix.     Parts  II 
and  III  of  the  budget   (Trust  funds)  are  accounted  for  by  the 
DFAFS  Document  Number  with  the  "B"  suffix  (see  page  109) . 
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Figure  VIII- 


u 

co 

3  iH 

r-t 

CO  CO 
4-1 

oS 

4J  O 

W 

CO  4J 

CQ 

O  £> 

O 

CJ  3 

H 

CO 

O 

o 

Mont  hi 
by 

OS 

o 

OS 


CO 

§ 

H 
H 
CJ 


o 

o 

o 

o 

ro 

CM 

r>- 

»— < 

ro 

CO 

4J 

•H 

CM 

0) 

CO 

C 

H 

0) 

Z 

CO 

W 

0) 

•H 

0) 

O 

cjO 

o< 

Cfl 

C 

s 

i— 1 

•H 

o 

CO 

CO 

o 
o 


o 
o 

CD 


o 
o 
in 


o 
o 
in 


o 
o 
rn 


o 
o 
w 


o 
o 
m 


cd 


CO     •  IW 

d  >  o 

w 

O  'O  M 

4-1 

o  < 

a 

o 

c  C  0) 

< 

CO  CO  U 

•r-i  t-I  cO 

V  u  o 

•H  i-l 

rH 

co  co  ,£ 

CO  CO 

4J  ^  4J  4J 
p  O-i  Oh  32  Q 

CO 

C 

o 

CJ 


o 
o 


O 

o 
r- 


o 
o 
\n 
ro 


o 
o 
in 
rn 


o 
o 


o 
o 
-? 

•3 


o 
o 


m 


o 
in 

CM 
CO 


o 
m 


o 
o 
in 
ro 


o 

in 

CM 


o 
c 

o-, 

rn 


CO 

•u 
o 
cO 

4-> 
G 

o 
a 

CO 


0) 

f> 

CO 
i-l 
H 


3 
cr 
w 

CD 

u 

G 
i-> 
•H 

c 
u 
g 


« 

4-1 
CO 

o 
cj 

4-1 

u 
c 
a. 
a- 

G 
co 


CQ 
4J 
CO 
O 
CJ 

4-  > 
CJ 
QJ 

5-  i 
i-l 

c 


< 

H 
O 
H 


-  107  - 


gure  VIII-3  illustrates  the  format 
Recipient  Report  of  Expenditures 

Cash  Reconciliation  Statement 
(DFAFS  27A) 

Cash  Accountability  Report 
(DFAFS  27B) 


of  the  report. 

Total  expended 
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CHAPTER  IX 


THE  TRIAL  BALANCE  FUNCTION 


The  four  processes  of  the  Trial  Balance  Function 
consist  of: 

Trial  Balance  Preparation 

Adjusting  Journal  Entries 

Accounting  Report  Preparation 

Year  End  Closing 

1.       TRIAL  BALANCE  PREPARATION 

The  trial  balance,  as  mentioned  in  previous  chapters, 
is  merely  a  listing  of  all  General  Ledger  accounts  having 
balances  to  assure  that  debits  equal  credits.  Trial 
balances  may  be  taken  at  any  time  as  an  arithmetic  check 
and  can  consist  of  only  an  adding  machine  tape. 

The  recommended  PSRO  accounting  system  requires  a 
monthly  trial  balance  procedure  as  an  integral  part  of  the 
accounting  cycle  (refer  to  Figure  1-1) .     The  trial  balance 
is  part  of  the  recommended  procedure  for  reconciling  the 
General  and  subsidiary  ledgers. 

A  trial  balance  may  be  taken  using  practically  any 
type  of  work-paper  format.     However,  a  combined  trial 
balance  and  accounting  worksheet  is  recommended  in  order 
to  save  time  in  performing  the  month-end  accounting  tasks. 
The  recommended  worksheet  format,  Figure  IX-1,  reduces  the 
amount  of  transcribing,  reduces  possibility  of  errors,  pro- 
vides for  easy  account  adjustment,  permits  easy  preparation 
of  internal  financial  reports,   and  eliminates  necessity  of 
closing  the  General  Ledger  accounts  each  month.     It  should 
be  noted  that  the  income  statement  columns  can  be  expanded 
to  include  debit /credit  columns  for  each  major  PSRO  contract. 

Figure  IX-1  has  been  completed,  using  hypothetical 
data,  to  demonstrate  worksheet  completion  for  a  typical 
PSRO. 
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Figure  IX  -  1 
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2.       ADJUSTING  JOURNAL  ENTRIES 


At  month-end  it  may  be  necessary  to  adjust  the  accounts 
to  assure  that  revenues  earned  or  expenses  incurred  are  recorded. 
The  recommended  worksheet  contains  special  columns  for  making 
the  adjusting  entries;     of  course,  the  entries  must  also 
be  recorded  in  the  general  journal  and  posted  to  the  appropriate 
ledgers.     The  sequential  steps  are: 


1)  Take  trial  balance  using  recommended  worksheet 
format . 

2)  Balance  subsidiary  ledger  work-papers. 

3)  Reconcile  subsidiary  ledger  totals  with  General 
Ledger  account  balances 

4)  Prepare  Monthly  Cost  Consolidation  Summary 
based  on  subsidiary  ledgers 

5)  Record  adjusting  entry  to  trial  balance  work- 
sheet, and  any  other  adjusting  entries  required 

6)  Take  post-adjusting  trial  balance  and  extend 
balances  to  appropriate  income  and  balance 
sheet  to  columns 


7)       Prepare  financial  statements  for  PSRO  manage- 
ment as  required 

3 .  ACCOUNTING  REPORT  PREPARATION 

The  trial  balance  worksheet  may  be  used  for  preparing 
the  standard  internal  financial  reports.     As  noted,  PSROs 
with  several  on-going  programs  may  have  to  prepare  separate 
income  statements  for  each  of  the  programs.     Other  types  of 
reports  are  discussed  in  Chapter  XI. 

4.  YEAR- END  CLOSING  ENTRIES 

Most  PSROs  will  be  able  to  keep  the  General  Ledger 
revenue  and  expense  accounts  open  for  the  entire  year  and 
due  to  contract  completion,   the  closing  process  is  required 
only  at  year  end.     Larger  PSROs  with  several  programs  may 
have  to  close  certain  non-Federal  accounts,  due  to  specific 
requirements.     The  accounting  procedures  for  year-end  closing 
for  a  PSRO  are  basically  the  same  as  for  most  other  entities 
and  are  demonstrated  in  elementary  accounting  textbooks; 
potential  problem  areas  for  certain  accounts  are  discussed 
in  the  narrative. 
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CHAPTER  X 


INTERNAL  CONTROL 


1.  GENERAL 

In  order  to  control  the  financial  resources  and 
operations  of  a  PSRO  and  provide  adequate  accountability, 
each  PSRO  should  develop  plans  and  implement  procedures 
for  "internal  control."    This  is  the  responsibility  of 
the  chief  fiscal  officer  of  an  organization  (hence  the 
term  "controller")  and  consists  of  methods  to: 

Safeguard  the  assets  of  the  PSRO 

Produce  accurate  accounting  data 

Contribute  to  efficient  operation 

Adhere  to  management  policies,  HSQB 
contract  requirements,  and  other 
regulations  and  limitations 

Internal  control,   in  principle,   is  a  plan  of  organi- 
zation under  which  employees'  duties  are  so  arranged  and 
records  and  procedures  are  so  designed  as  to  make  it  poss 
ble  to  exercise  effective  accounting  control  over  assets, 
liabilities,  resources,  and  expenditures.     Its  basic 
application  involves : 

1)  Division  of  responsibility  among 
different  employees  for  a  sequence 
of  related  functions. 

2)  Clear  establishment  of  each  employee's 
responsibilities  and  duties. 
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3)  Separation  of  the  responsibility  for 
maintaining  financial  and  accounting 
records  from  the  responsibility  for 
operations,  acquisitions,  and  custody 
of  assets. 

4)  Use  of  proofs,  checks,  and  other 
security  measures. 

Many  specific  suggestions,   included  in  other  sections 
of  this  manual,  are  presented  in  relation  to  the  financial 
management  functions  when  appropriate  for  internal  control 
purposes .     This  chapter  discusses  the  general  application 
of  an  adequate  system  of  internal  control  and  specific 
measures  designed  to  achieve  it, 

2.       SEPARATION  OF  DUTIES  AND  RESPONSIBILITIES 

Complete  control  by  one  individual  over  a  sequence  of 
related  financial  functions  presents  opportunities  for 
inefficiency.     An  adequate  system  of  internal  control  will 
provide  for  the  separation  of  employees '  work  so  no  one 
employee  performs  a  complete  cycle  of  operations  which 
involve  the  accounting  function. 


3.       PURPOSE  AND  IMPORTANCE 

The  purpose  of  internal  control  is  to  protect  the 
money  and  other  assets  of  the  organization  against  employee 
error  or  dishonesty.     Although  it  may  be  proper  to  assume 
that  all  employees  are  honest,  it  is  unfair  to  permit  weak- 
ness in  accounting  controls  to  tempt  them  toward  dishonesty 

An  adequate  system  of  internal  control  promotes  com- 
pliance with  HEW  contract  conditions,  regulations,  and 
internal  policies;  prevents  illegal  or  unauthorized  trans- 
actions or  acts;  and  provides  proper  accounting  data  and 
information  with  a  minimum  of  human  error. 

Strong  internal  control  is  of  special  importance  to 
the  independent  auditor.     The  degree  of  internal  accounting 
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control  has  a  direct  bearing  on  the  extent  of  detailed 
checking  required  to  determine  the  reliability  of  the 
records.     If  there  is  a  good  system  of  internal  control, 
the  independent  auditor  is  able  to  perform  his  examination 
by  means  of  test -checking  transactions  by  a  random  sample. 
If  there  is  no  system  of  internal  control,  or  if  it  is 
inadequate,   the  auditor  must  make  an  exhaustive,  detailed 
audit  in  order  to  verify  that  the  accounting  records  are 
correct.     This  consumes  a  considerable  amount  of  time  on 
the  part  of  both  the  auditor  and  PSRO  employees  and  results 
in  a  much  greater  cost  for  auditing  services . 

Perhaps  the  greatest  importance  of  sound  internal 
control  is  that  it  protects  PSRO  employees  against  unwar- 
ranted allegations,  by  fixing  responsibility  and  by  remov- 
ing sources  of  employee  temptation.     Sound  internal  control 
benefits  the  PSRO,   its  employees,   the  Federal  Government, 
and  the  auditors  by  the  proper  control  of  financial  trans- 
actions . 

Occasional  interchanges  of  duties  may  be  useful.  For 
instance,  once  every  few  months  a  completely  independent 
employee  might  be  assigned  the  duty  of  distributing  payroll 
checks  or  reconciling  the  bank  account. 

4.  CASH 

Many  applications  of  internal  control  have  become  so 
common  in  modern  accounting  that  they  are  not  thought  of 
as  being  related  to  internal  control.     The  pre-numbering 
of  purchase  requisitions,  purchase  orders,   checks,  cash 
receipt  forms ,  and  other  documents  is  an  internal  control 
measure  designed  to  identify  a  missing  document.  The 
daily  deposit  of  cash  receipts  intact  and  obtaining  vali- 
dated duplicate  deposit  slips  are  internal  control  measures. 

One  important  measure  which  is  common  practice  and 
which  would  be  advisable  to  be  taken  by  every  PSRO  is  the 
receipt  of  the  monthly  bank  statement  unopened  and  the 
reconciliation  of  the  bank  account  each  month  by  an  employee 
who  is  not  involved  in  the  expenditure  process  or  in  check 
preparation . 
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5,       SMALL  PSRO  INTERNAL  CONTROL 


Small  PSROs   (those  with  one  bookkeeper  or  accountant 
and  few  other  employees)  will  find  it  difficult  to  estab- 
lish a  division  of  employee  duties  and  responsibilities 
that  will  result  in  strong  internal  control. 

In  order  to  achieve  the  soundest  possible  system  of 
internal  control,  distribute  those  needed  functions  to 
the  various  personnel  on  the  staff  in  addition  to  the 
chief  administrative  officer  and  the  bookkeeper. 

If  employees  who  initiate  transactions  also  record 
the  transactions,  the  control  function  of  General  Ledger 
accounting  is  lost.     The  separation  of  the  operating 
employees'  duties   (including  the  responsibility  for  ac- 
quisition, custody,  and  disposition  of  assets)  from  the 
accounting  employees*  duties  of  recording  and  posting 
transactions  is  another  basis  of  strong  internal  control. 

For  such  PSROs,  it  is  suggested  that  the  chief  admin- 
istrative officer  authorize  purchases,  the  bookkeeper 
process  invoices  for  payment,  and  perhaps  a  member  of  the 
PSRO  governing  board  be  designated  as  treasurer  and  be 
authorized  to  counter-sign  checks.     To  insure  independent 
reconciliation  of  the  bank  account,   the  bank  might  be 
instructed  to  send  the  statement  directly  to  the  PSRO's 
auditors  who  would  prepare  the  monthly  reconciliation. 

Small  PSROs  should  carefully  develop  all  possible 
internal  control  techniques  and  procedures  utilizing  the 
advice  of  their  financial  counsel. 


6.       INTERNAL  CONTROL  CHECKLIST 

Section  7  provides  a  suggested  checklist  for  PSRO 
review  and  analysis  of  its  system  of  internal  control. 
This  checklist,  or  one  developed  to  fit  the  PSRO's  needs, 
should  be  reviewed  periodically  and  any  weaknesses  in 
internal  control  noted  should  be  corrected. 
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CHECKLIST  FOR  INTERNAL  CONTROL  EVALUATION 


Yes 


I,  GENERAL 

1,     Are  employees'  duties 
reasonably  fixed  as 
to  responsibility? 


2.     Are  position  descrip- 
tions prepared  for 
each  financial  posi- 
tion and  maintained 
up  to  date  as  to 
employee  duties  and 
responsibilities? 


3.     Does  the  PSRO  have 
a  chief  financial 
officer? 


4.     Is  the  accounting 
function  completely 
separated  from  pro- 
curement (purchasing) 
and  receiving? 

'     Are  employees'  duties 
rotated? 


6.  Do  internal  reports  to 
PSRO  management  appear 
to  be  adequate  to 
bring  to  light  abnormal 
financial  figures  and 
other  discrepancies? 

7.  Are  journal  entries 
adequately  explained 
and  supported  by  sub- 
stantiating data? 
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PETTY  CASH  FUNDS 


1.  Is  the  imprest  fund 
system  used? 

2.  Is  responsibility 
for  each  fund  vested 
in  only  one  person? 

3.  Are  custodians  in- 
dependent of  all 
other  cash  handling 
and  accounting  func- 
tions? 

4.  Are  frequent  surprise 
counts  made  by  an  in- 
dependent employee? 

5.  Are  signed  vouchers 
obtained,  written  in 
ink,   for  all  petty 
cash  disbursements? 

6 .  Is  the  maximum  amount 
of  any  individual  dis- 
bursement limited  r.o 
$20.00  or  to  another 
reasonable  amount? 

7.  Is  the  approval  of  the 
chief  financial  officer 
or  other  responsible  em- 
ployee required  in  ad- 
vance of  any  disburse- 
ments over  $20,00? 

8.  Are  vouchers  and  sup- 
porting documents  ex- 
amined and  verified  by 
a  responsible  employee 
at  time  of  reimburse- 
ment? 
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Yes  No  N/A 

9,     Are  vouchers  cancelled 
or  marked  so  as  to  pre- 
clude their  reuse? 


10 ,     Is  petty  cash  kept  locked 
at  all  times  when  not 
in  use? 


III.     CASH  DISBURSEMENTS 

1,     Are  voided  checks  pro- 
perly mutilated  and  re- 
tained for  subsequent 
examination? 


2 .     Is  the  sequence  of 

check  numbers  account- 
ed for  when  the  bank 
account  is  reconciled? 


3.  Is  the  signing  of 
checks  in  advance 
prohibited? 

4.  Is  the  practice  of  draw- 
ing checks  payable  to 
"cash,"  "petty  cash," 
"bearer , "  etc . , 
prohibited? 

5.  Is  a  counter- signature 
required  on  every 
check? 


6.     Are  specified  amounts 
(such  as  up  to  $1000) 
and  all  payroll  checks 
permitted  to  be  dis- 
bursed without  a  board 
signature  but  all  other 
amounts  not? 
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Yes  No  N/A 


7,  Are  bank  statements 
received  directly, 
unopened,  by  the 
person  who  prepares 
the  bank  reconcil- 
iation? 

8,  Does  supporting  data 
accompany  checks 
when  they  are  sub- 
mitted for  signature? 

9,  Are  supporting  docu- 
ments cancelled  to 
prevent  subsequent 
use? 

10.  Are  blank  checks  pro- 
perly controlled? 

11.  Is  the  issuance  of 
checks  on  only  verbal 
authority  prohibited? 

12.  Are  invoices  or  vouch- 
ers approved  in  ad- 
vance by  responsible 
department  heads? 

13.  If  a  separate  payroll 
bank  account  is  main- 
tained,  is  it  estab- 
lished on  an  imprest 
basis? 

14.  Are  separate  or  special- 
purpose  bank  accounts 
controlled?  (Special 
accounts  may  be  used 

as  needed,  but  should 
be  under  the  same  con- 
trol as  the  regular 
accounts . ) 
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15 ,  Is  a  check  protector 
used? 

16,  If  a  mechanical  or 
facsimile  signature 
is  used  for  disburse- 
ments,  is  the  signature 
plate,  die,  key,  etc,, 
under  adequate  control? 

PAYROLLS 

1.  Is  the  payroll  checked 
at  regular  intervals 
against  the  personnel 
records? 

2.  Are  clerical  operations 
involved  in  the  prepa- 
ration of  payroll  checks 
double-checked  before 
checks  are  distributed? 

3.  If  a  separate  payroll 
bank  account  is  main- 
tained,  is  it  recon- 
ciled by  an  employee 
independent  of  all 
other  payroll  prepa- 
ration functions? 

4.  Is  the  issuance  of 
any  payroll  checks 
before  approved  time- 
and-attendance  reports 
have  been  received 
expressly  forbidden? 

5.  Are  controls  over 
employee  termination 
adequate  to  prevent 
the  continuance  of 
pay  for  an  employee 
no  longer  working? 


-  124  - 


6,     Is  a  cumulative  earn- 
ings record  maintained 
on  a  current  basis  for 
all  employees? 

PURCHASES  AND  EXPENDITURES 

1.  Is  the  responsibility 
for  procurement  assigned 
to  one  individual? 

2.  Is  the  pre-numbered 
sequence  of  used 
purchase  orders 
accounted  for? 

3.  Does  a  copy  of  the 
receiving  report  go 
directly  to  the 
accounting  office 
when  goods  are 
received? 

4.  Are  invoices  checked 
in  the  accounting 
office  against  pur- 
chase orders  and 
receiving  reports? 

5.  Is  there  definite 
evidence  of  respons- 
ibility for  verifying 
invoices  as  to  prices , 
extensions,  addition, 
freight  charges,  dis- 
counts ,  etc , ? 

6 .  Is  account  coding 
double-checked  prior 
to  disbursement? 
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Yes  No  N/A 


7 .  Are  vouchers  examined 
by  a  responsible  in- 
dividual to  ascertain 
completeness  of  attach- 
ments and  various  re- 
quired approvals? 

8.  Are  vendor's  invoices 
delivered  directly  to 
the  accounting  office? 

9.  Are  purchases  for 
employees  expressly 
prohibited? 


10 .     Are  purchase  invoices 
routed  through  a 
voucher  register  and 
not  directly  through 
cash  disbursements? 


11.     If  a  voucher  register 
is  maintained,   is  it 
balanced  monthly  with 
the  General  Ledger 
control  account? 


12.  Is  a  postage  meter  used 
for  outgoing  mail? 

13.  Are  controls  established 
over  the  use  of  any 
duplicating  and  photo- 
copying equipment ,  and 
are  quantities  of 
materials  used  or  copies 
made  accounted  for? 


14.  Are  voided  purchase  orders 
mutilated  and  retained  for 
future  examination? 
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15.  Are  purchase  orders 
outstanding  period- 
ically reviewed  and 
outstanding  old  orders 
accounted  for? 

16.  When  competitive  quo- 
tations are  required 
in  accordance  with 
procurement  policy, 
are  they  properly 
obtained? 

17.  Are  expenditure  trans- 
action files  maintained 
in  such  a  manner  that 
documents  supporting 
any  transaction  can  be 
easily  located? 

18.  Is  a  master  list  main- 
tained of  all  persons 
authorized  to  sign  or 
approve  purchase  requ- 
isitions, purchase 
orders ,  receiving 
reports ,  invoices 
(approval  for  payment , 
time -and -at tendance 
records,  etc.)  and 
are  signature  samples 
available  for  com- 
parison? 


PROPERTY  AND  EQUIPMENT 

1.     Is  the  property  ledger 
maintained  so  that  any 
item  of  property  can  be 
located  and  identified? 
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Yes  No  N/A 


2.  Is  the  property  ledger 
balanced  monthly  against 
the  appropriate  General 
Ledger  accounts? 

3.  Is  a  complete  physical 
inventory  of  all  prop- 
erty and  equipment  made 
at  least  annually? 

4.  Are  the  proper  classi- 
fications made  between 
expendable  and  non- 
expendable property? 

5.  Are  retirements  and 
disposals  properly 
approved  and  recorded? 

6 .  Are  the  proceeds  of 
any  liquidated  property 
properly  recorded? 

7.  Is  damaged  or  lost  prop- 
erty properly  treated 

on  the  accounting 
records? 

8.  Are  insurance  recover- 
ies properly  recorded? 

VII.  OTHER 

1.  If  accounts  receivable 
are  material,  are  sub- 
sidiary ledgers  main- 
tained and  proper 
controls  applied? 

2,  Are  employee  travel  ad- 
vances or  other  types 
of  business  advances 
accounted  for  promptly? 
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Are  all  PSRO  borrowings 
or  loans  specifically 
approved  by  the  princ- 
ipal representative 
of  the  board? 

Are  investments  prop- 
erly recorded  and 
controlled? 

Do  physicians  and 
physician  advisors 
submit  signed  vouchers 
for  reimbursement  of 
time  spent  on  PSRO 
activities? 
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CHAPTER  XI 


THE  REPORTING  SYSTEM 


The  final  step  in  the  financial  management  and  accounting 
process  is  the  preparation  of  periodic  management  reports 
on  the  financial  aspects  of  PSRO  operations.     At  this  point, 
all  records  previously  prepared  are  consolidated  to  present 
results  of  current  operations  to  internal  management  and 
external  authorities .     Reference  is  again  made  to  the 
PSRO-FMAS  Overview  presented  in  Chapter  I  (Figure  1-1  on  the 
following  page) ;     this  exhibit  depicts  the  flow  of  accounting 
information  and  prerequisite  steps  to  report  preparation. 
This  chapter  presents  some  internal  reports  and  a  complete 
discussion  of  the  external  reports . 

1.       INTERNAL  REPORTS 

The  types,  format,  and  frequency  of  internal  accounting 
reports  is  a  factor  totally  dependent  upon  each  of  the  PSRO's 
management  requirements.     Managers  of  the  smaller  PSROs  may, 
as  noted  in  previous  chapters,  not  have  a  full  double-entry 
accounting  system;  rather,   they  may  use  only  a  simple  dis- 
bursements ledger  to  complete  the  external  reports  and 
perform  a  monthly  cash  account  reconciliation  for  internal 
purposes.     Managers  of  larger,  more  complex  PSROs  may  have 
several  accounting  personnel  and  maintain  an  expanded 
accounting  system  including  all  of  the  above-mentioned  sub- 
sidiary journals  and  ledgers  and  may  require  a  more  sophisticated 
month-end  reporting  system  consisting  of,   for  example: 

Balance  Sheet  (Figure  XI-1) 

Expense  Statements,  including: 

Separate  statements  for  each  program, 
i.e.,  Federal  Parts  I  and  II  and  III, 
non-Federal,  etc.    (Figure  XI-2  and  3) 
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Figure  1-1 
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MYFAVORITE  PRSO 


BALANCE  SHEET 
As  of  January  31,  1977 


ASSETS 


Cash 

Detail  Accounts 
Accounts  Receivable 

Detail  Accounts 
Fixed  Assets 

Detail  Accounts 

TOTAL  ASSETS 

LIABILITIES  &  FUND  BALANCES 

Current  Liabilities 

Detail  Accounts 
Contract  Advances 

Detail  Accounts 
Long-Term  Liabilities 

Detail  Accounts 


SUBTOTAL  LIABILITIES 


Fund  Balances 

Detail  Accounts 

SUBTOTAL  FUND  BALANCES 


TOTAL  LIABILITIES  AND  FUND  BALANCES 
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Figure  XI-2 


MYFAVORITE  PSRO 


STATEMENT  OF  EXPENSES  -  HEW  CONTRACT 
Month  Ending  January  31,  1977 


PART  1 

Salaries 

Review  Coordinators 
Technical 
Managerial 
Support 

Fringe  Benefits 

Consultants 

Subcontracts 

Travel 

Furniture  6c  Equipment 

Space 

Other 

Indirect 

TOTAL  PART  I 


Current 
Month 


Budget 


Current  YTD 
Variance  Variance 
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Figure  XI-3 


MYFAVQRITE  PSRO 
STATEMENT  OF  EXPENSES  -  HEW  CONTRACT 

Month  Ending  January  31,  1977 

Current  Current  YTD 

Month        Budget        Variance  Variance 

PARTS  II  and  III 

Salaries 

Review  Coordinator 

Technical 

Support 

Fringe  Benefits 

Consultants 

Subcontracts 

Travel 

Indirect 

TOTAL  PARTS  II  and  III 


-  134  - 


j  -      Consolidated  Statement  of 

Income  and  Expenses 
(Figure  XI-4) 

Cash  Flow  Statements  and/or  Projections 

Accounts  Receivable  Listings 

Accounts  Payable  Listings: 

Separate  comparison  reports  for 
each  program,   i.e.,  Federal,  non- 
Federal,  etc. 

Separate  comparison  reports  for 
specific  functions  within  a  pro- 
gram,  i.e.,   concurrent  review, 
hospital  MCE  studies,  etc. 

Consolidated  Reports 

Subcontract  Status  Reports  (Financial) 

Indirect  Cost  Analysis  Reports 

The  above  listing  is  not  inclusive  of  all  types  of  specialized 
reports . 

Generally,  the  larger  PSROs  will  either  have  accounting 
employees  sufficiently  skilled  to  prepare  the  required  in- 
ternal reports  or  receive  DHEW  permission  to  obtain  pro- 
fessional accounting  assistance  to  implement  the  internal 
reporting  system  that  meets  that  PSRO's  specific  require- 
ments . 

2.       EXTERNAL  REPORTS 

The  Professional  Standards  Review  Organization's 
external  financial  reporting  requirements  are  determined 
largely  by  contracts  or  agreements  with  the  Health  Standards 
and  Quality  Bureau  of  the  Department  of  Health,  Education, 
and  Welfare  and  other  external  organizations. 


-  135  - 


o 
co 

fa 

w 

H 
M 
fa 

o 

fa 


CO 

fa 

CO 

pa 

fa 

x 
w 

Q 

<tj 
w 

w 

> 


M 
o 

H 

w 

S 
w 

H 

<J 

CO 

Q 
W 
H 
<J 
Q 

H 
fa 

o 

CO 

O 
O 


& 

cd 

S 
cd 

bC 

C 

fa 


4J 

c 

o 


a) 

o 

s 

CtJ 

•H 

U 

cd 

> 

H 

4-J 

<3 

0) 

Q 

txO 

T3 

O 

H 

PQ 

fa 

i-H 

< 

CTJ 

fa- 

in 

4-> 

O 

< 

Figure  XI-4 


o 


o 


0) 

o 

G 
ai 

•H 
M 
fd 

> 

4-> 

CD 
60 

-a 

PQ 


U 

pq  a) 

CO  -u 
PS  o 


a)  a) 


fa 

H 
> 

fa 


■u 

0) 

6 

•H 


3  3 

3 

C  C 

4-1 

cr 

/ — \ 

a)  cd 

•H 

fa- 

H 

>  > 

M-l  CO 

h-l 

cd  cd 

w 

a)  en  4-> 

ces 

CO 

fa  fa 

I  *» 

*^-H 

a  4-)  O 

w 

1— 1 

<u  a  cd 

<D 

CO 

fa 

4-1  4-> 

w 

co  PQ  cd  }-i 

5-1  4J 

w 

o  o 

> 

CD        4->  4-> 

3  o 

w 

p 

CO  ccj 

w 

CO  -H    CD  rH  C 

1— 1 

4-J  CD 

fa 

U  U 

fa 

fa  J-i  bO  p  O 

4! 

•H  CD  }-i  }-4 

X 

-U  4-) 

co  cd  c  co  o 

> 

C  O  3)  H 

W 

CO 

fa  cd  V-i  O  3 

cd 

^  cd  t3 

P3 

o  o 

d  CX.4-J  c 

i-4 

u  u 

faCOfaCJCOEHfaCOOM 

< 

fa 

O 

X 

fa 

EH 

w 

TO 

CO 

cd 

4J 
O 
< 


-  136  - 


Those  organizations  with  annual  contracts  of  more  than 
$1,000,000  are  required  monthly  to  complete  and  submit  to 
HEW  the  Contract  Financial  Report     (HEW-515) .  Organizations 
with  contracts  under  $1,000,000  must  file  the  same  report, 
but  on  a  quarterly  basis.     The  invoices  and  the  financial 
report  are  to  be  completed  using  the  subsidiary  ledgers 
or  work-papers,  as  discussed  in  Chapter  VIII.     A  case 
illustration  is  presented  in  this  Chapter. 

It  should  be  noted  that  the  DHEW  Regional  Project 
Officer  or  Contracting  Office  representatives  may  require 
supplemental  financial  reports  from  the  individual  PSROs . 
Generally,   the  special  reports  are  self-explanatory  and 
require  no  additional  instructional  information. 

The  PSRO  Functional  Expenditure  Report,  HSQB-151,  is 
required  by  HSQB  on  a  quarterly  basis.     The  case  illus- 
tration also  demonstrates  this  process. 

3 .  SUBSIDIARY  LEDGERS 

As  noted  in  Figure  1-1,  PSRO  external  reports  are 
prepared  from  the  subsidiary  ledger  work-papers.  Chapters 
VIII  and  IX  presented  the  ledger  format  and  detailed  steps 
required  for  month-end  voucher  preparation  and  quarter-end 
steps  for  HSQB  cost  reporting. 

4.  HSQB-151  NON-FEDERAL  COST  REPORTING 

As  discussed  under  Chapter  VIII  and  presented  in  Case 
Study  B  in  the  training  materials,  HSQB  currently  requires 
PSROs  to  report  non-Federal  review  costs.     Chapter  VIII 
presents  the  mechanics  for  establishing  the  additional 
subsidiary  ledgers  and  the  narrative   (Chapter  III)  dis- 
cusses the  process  under  Account  Nos .   21  -  89.     The  reporting 
process  for  the  non-Federal  review  activities  is  the 
same  as  presented  below  for  Federal  review  activities . 

5 .  CASE  ILLUSTRATION 

The  mechanics  of  transcribing  amounts  from  the  sub- 
sidiary ledger  work-papers  to  the  basic  required  external 
reports  are  summarized  in  the  illustration.  There  may  be 
additional  supporting  documentation  requirements  required 
by  DHEW  for  individual  PSROs;  the  requirements  presented 
below  represent  the  minimum  requirements  for  all  PSROs 
under  DHEW  contract . 
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In  this  example,   the  hypothetical  PSRO  operates  on 
an  October  1-September  30  fiscal  year.     All  review  is 
fully  delegated.,  and  there  are  no  separate  contracts  for 
ambulatory  care  or  long-term  care  review.  Therefore, 
expenses  are  incurred  only  in  functions  11,   12  and  17. 

The  process  consists  of  five  steps  as  discussed 

below: 

Step  1  (Figure  XI-5) 

Starting  with  the  subsidiary  ledger  work- 
paper, as  discussed  in  Chapter  VIII,  the 
illustration  includes  only  the  work-paper 
for  Account  No.   11  -  Program  Management. 
Hypothetical  data  for  the  month  of  October 
is  presented  and  this  amount  is  carried 
forward  to  successive  steps  for  completing 
the  HSQB  151,  DFAFS  27  and  HEW  515  reports. 

The  sample  subsidiary  ledger  also  has  totals 
posted  for  November  and  December  activity; 
this  is  to  provide  basic  input  for  the 
quarterly  report .     The  technique  for  sum- 
marizing monthly  and  quarterly  data  provides 
adequate  control  and  the  required  informa- 
tion without  having  to  close  the  General 
Ledger  accounts . 

Step  2  (Figure  XI-5) 

Based  on  the  concurrent  review  costs  pre- 
sented in  Step  1,  the  Monthly  Cost  Consolida- 
tion Summary  for  October  is  illustrated. 
Hypothetical  cost  data  for  several  other 
functions  are  also  illustrated  to  more 
closely  approximate  the  appearance  of  a  real 
PSRO  report. 

Step  3   (Figure  XI-5) 

This  step  is  performed  monthly  if  the  HSQB 
contract  exceeds  $1,000,000;  otherwise  it  is 
done  quarterly. 
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Figure  XI 


Step  1 
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Figure  XI-5 
Step  2 
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Figure  XI-5 
Step  3 


-  141 


Step  4  (Exhibit  XI-5) 


This  step  presents  the  technique  for  completing  the 
HSQB-151  report.    The  quarterly  totals  shown  on  the 
subsidiary  ledger  work-sheet  are  transcribed  to  the 
HSQB-151  report.    The  Program  Management  figures 
were  tranf erred  from  the  subsidiary  expense  ledger 
shown  in  Figure  XI-5;  other  functions  are  also 
illustrated  to  represent  an  actual  completed  report. 
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Figure  XI 
Step  4 


-  144  - 


-  145  - 


APPENDIX 


This  Appendix  presents  a  method  for 
collecting  and  controlling  indirect 
costs  for  PSROs  performing  both 
Federal  and  non-Federal  review 
activities  and  having  negotiated  a 
provision  for  indirect  costs  with  DHEW 
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APPENDIX 
INDIRECT  COST  ACCOUNTING 


Accounting  procedures  related  to  the  indirect  cost 
accounting  process  are  discussed  in  the  narrative  to  the 
Cost  of  Accounts,  Chapter  III,  under  the  following  accounts 

o        Account  No.  599  -  Indirect  Costs 

o        Contract  Function  No.  99  -  Corporate  Overhead 

This  discussion  under  the  above  accounts  includes  defini- 
tions for  direct  and  indirect  costs,  when  indirect  costs 
rates  are  applicable,  and  general  procedures  for  obtaining 
a  negotiated  cost  rate  under  a  DHEW  contract.     PSROs  which 
have  non-Federal  review  activity  always  have  the  choice  of 
prorating  expenses  or  of  applying  an  indirect  rate.  In 
either  case,  because  such  expenses  are  comprised  of  "sup- 
port" costs,  such  costs  will  always  be  included  under  Part 
I  of  the  budget  and  expenditures  charged  against  Part  I. 
An  indirect  cost  rate  must  always  be  negotiated  with  and 
approved  by  the  Regional  Controller. 

There  are  many  acceptable  methods  for  accounting  for 
indirect  costs.  In  terms  of  HCFA/HSQB  concern,  the  basic 
operating  requirement  on  PSROs  having  negotiated  an  indi- 
rect cost  rate  is  claim  for  reimbursement.  The  indirect 
cost  claim  must  be  based  on  established  accounting  pro- 
cedures that  are  consistent  with  prior  years  and  approved 
budget  amounts. 

The  suggested  PSRO  internal  accounting  procedures  for 
indirect  cost  accounting  are  optional.     The  procedures  are 
relatively  simple  to  follow  and  will  produce  a  mechanism 
for  future  indirect  cost  rate  redetermination.     The  proce- 
dures also  will  assist  PSRO  management  in  monitoring 
actual  indirect  costs  as  opposed  to  the  amount  of  indirect 
cost  charged  to  Part  I  of  the  HSQB  contract. 
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There  are  several  procedures  which  can  be  followed 
to  determine  what  the  indirect  cost  rate  should  be. 
Necessarily,  all  the  cost  items  which  will  be  included 
must  be  aggregated,  and  the  accounting  steps  for  accom- 
plishing this  would  be  to  debit  all  expenses  for  over- 
head and  administration  items  to  the  respective  natural 
class  accounts   (500  through  589)  with  the  suffix  -99  - 
Overhead.     The  offsetting  credit  entry  is  to  Cash  (No.  111). 
Where  these  are  to  be  charged  to  specific  programs  (according 
to  the  allocation  method  selected,  a  discussion  of  which 
follows) ,  the  500-589+99  account  is  credited  and  the  599- 
account  with  the  two-digit  suffix  for  the  appropriate 
program  is  debited.     At  the  close  of  the  accounting  period, 
the  balance  in  the  500-589+99  account  will  be  zero   (0) . 

Once  all  the  costs  have  been  aggregated,   the  method- 
ology for  distributing  them  amongst  the  various  programs 
must  be  selected.     Regardless  of  the  methodology  selected, 
the  following  activities  must  take  place: 

o        Activity  Projection  -  estimation  of  an 
appropriate  measure  of  the  activity 
anticipated  for  a  stipulated  accounting 
period.     Examples  of  measures  are  ad- 
missions, patient  days,  direct  salaries, 
etc.,   and  will  be  identified  by  primary 
payment  source,   i.e.,  Federal,  Blue 
Cross ,  etc . 

o        Resource  Identification  -  estimation  of 
financial  resources  required 

staffing  levels   (FTE  by  job  category) 
personnel  budget 
non-salary  expenses 

application  of  inflationary  factors 
contract  function  allocation 
cash  flow  projections 
breakeven/profitability  objectives 

Following  are  the  alternative  and  optional  procedures 
to  determine  the  indirect  rates : 

I .       Indirect  Cost  Rate 

1.       From  the  financial  plan,  determine  the 
management  and  support  costs  for  the 
organization  (functions  11  and  12) . 
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2.  From  the  financial  plan,  determine 
the  "review  related"  costs,  i.e., 
concurrent  review  and  hospital  MCE 
(functions  13  and  up) . 

3 .  Divide  Step  1  by  Step  2  to  determine 
the  indirect  cost  rate. 

I .     Administrative  and  Overhead  Unit  Cost  Rate 

1.  From  the  financial  plan,  determine 
all  management  and  support  costs  for 
the  organization. 

2.  Divide  (1)  by  the  total  projected  units 
of  activity  (patient  days,  number  of 
admissions)  to  compute  the  cost  rate 
per  unit  of  activity. 

I .     Percentage  Rate  for  Proration  of  Administrative 
and  Overhead  Costs 

1.  From  the  financial  plan,  determine  all 
management  and  support  costs  for  the 
organization . 

2.  Determine  total  projected  units  of 
activity  for  Federal  and  non-Federal 
activity . 

3.  Compute  the  ratio  of  non-Federal  activity 
to  total  activity  per  the  following 
example : 

No.  of 

Projected  Admissions  % 

Federal  25,000  83 

All  Others  5,000  17 

30,000  IM 

4.  Allocate  administrative  and  overhead  costs 
to  the  respective  program  per  the  above 
ratio  or  use  actual  admission  count  rather 
than  projected. 
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